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ERSPECTIVE 


Background to the Budget 


By ROY 


[ps Budgetary proposals of 1950 

constitute no landmark on the 
road of recovery; in this, expectations 
have been fulfilled. The question 
before the country is W he ther a 
decisive step forward ought nor t9 
have been made at this juncture. 
‘Two all too brief years lie before us 
in which to prepare for the great 
ordeal of selt-dependence; the re- 
corded outflow of capital is a sign of 
continuing lack of confidence in the 
future of the U.K.; the great wobble 
in the British position caused by a 
minor recession in the USS. in the 
first half of 1949 was the sign of an 
extraordinarily precarious —_ equi- 
librium. Surely all these things have 
been pointing to the need for a fur- 
ther strengthening of the British 
economy. 

Presumably the Chancellor still 
thinks that devaluation and _ the 
ancillary measures which followed it 
were sufficient to bring us home to 
port. “Events have moved rather 
more favourably for us than we 
anticipated.” We do not know what 
those anticipations were. He quotes 
an increase in the volume of exports 
of 10 per cent. above the first quarter 


HARROD 


last year and a worsening in the 
terms of trade from 98 to 108. This 


leaves matters precisely where they 
so far as our external balance 
our own ae 


were, 

is concerned, and 
substantially worse off, since at this 
rate they will have to produce £180 
million more goods for export in 
order to import the same as before. 

It is recognized that the full effects 
of devaluation cannot yet be 
assessed. All we can say is that so 
far the direct overall effect on the 
U.K. is unfavourable. Nor could the 
Chancellor point to any rise in the 
all-important matter—U.K. dollar 
earnings. 

No doubt the effects on the sterling 
area as a whole have been more 
favourable. In this case, however, we 
must separate out three other favour- 
able forces from those due to the de- 
valuation of sterling as such— 
namely (7) increased efforts by the 
sterling area authorities to co-operate 
in a policy of restricting dollar im- 
ports; (ii) increased purchases by the 
US. of sterling arez goods for 
reasons other than their lower dollar 
prices, and (iz) an increase of visible 
sales to the dollar area owing merely 
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to the reduction in the volume of 
sales from the sterling to the dollar 
area which are financed by dollar 
purchasers acquiring sterling 
balances at a discount in free mar- 
kets. It is true that the gain under 
the third head, whatever it may be, 
is a consequence of devaluation. But 
there is a great difference between a 
gain due to sterling goods selling in 
larger quantities owing to lower dol- 
lar prices—the proper purpose of 
devaluation—and one due to the re- 
duction in the discount (which may 
only be temporary) at which incon- 
vertible sterling stands in free mar- 
kets. 

Even if we adopt the most favour- 
able interpretation of the situation, it 
remains unsatisfactory that U.K. 
residents should have to forego goods 
worth £180 million per annum to 
persuade the rest of the sterling area 
to live within its means. It is cer- 


tainly worth paying a very high price 


to preserve the unity and integrity 
of the sterling area. But the point is 
that the end could have been 
achieved by other means. If only 
London balances had been less 
abundant, the sterling area would— 
without any imposition of additional 
controls or disruptive restrictions— 
have been more economical in its 
dollar purchases. 

This brings us back to the two car- 
dinal points—(r) the faulty treatment 
of the “sterling balances,” and (i) the 
outflow of capital from the U.K. 
Until the Chancellor recognizes what 
a repulsive place Britain appears 
from the point of view of venture 
capital—on which, however, he relies 
to increase our sales in the dollar 
area—and that it is needful to make 
it less so, these difficulties will con- 
tinue. 

On the improvement in our gold 
reserve no comment is needed, save 
to remark that it is an astonishing 
thing that, despite planning and con- 


trols and inconvertibility, psycho- 
logical factors are able to have so 
great an effect on this basic feature 
in our position. In the eight-and-a- 
half-months prior to devaluation we 
were losing gold at an annual rate of 
about £180 million, and in the fol- 
lowing six-and-a-half-months we 
were acquiring it at an annual rate 
of about £270 million. (I have con- 
verted both at $4.03 for comparison.) 
Thus the change in the flow of gold 
due to devaluation was at no less an 
annual rate than £450 million. Men 
will be free after all! 

Sir Stafford Cripps contended that 
one basic difficulty was the inade- 
quacy in the rise of our reserve, and 
cited our position in 1938-39. In fact, 
our position was altogether excep- 
tional at that time. Throughout our 
long history we sustained sterling as 
an acceptable and convertible world 
currency on a far narrower margin 
of gold than we have now (allowing 
fully for the ghange in values). The 
radical flaw in our present position is 
the vast volume of our sight liabili- 
ties. In all the White Papers recently 
offered for our digestion, the most 
important item of information is that 
supplied in Cmd. 7915, par. 43, that 
out of the sterling balances of 
£3,344 million, nearly £2,000 million 
are “unrestricted.” 

This is far in excess of what are 
required as working balances. The 
fact that this large amount is out- 
standing means that during these 
long five years the authorities have 
fallen down completely in their duty 
of grappling with this central prob- 
lem. Until this is done, Britain can 
have no external recovery. Her 
workers may toil away at “unre- 
quited exports” and “devaluation ex- 
ports”—the dollar gap will remain. 

External and internal economies 
are inextricably intertwined. The 
Budget should have been made an 
occasion for a decisive strengthening 
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on the home front. This means 
economy. Only so can world con- 
fidence in the British position be re- 
stored. And that is indispensable. 
The impartial man will not be 
seduced by the blandishments of the 
Economic Survey. He has seen this 
tightrope walking — for 
several years and juc ges its success 
not by statistical computations of 
productivity, but by the hard facts 
of the dollar deficit and the gold 
reserve. 

In one respect Sir Stafford Cripps 
has shown proper understanding and 
manful resolve. He has combated 
inflationary pressure and insisted on 
maintaining a handsome surplus 
over ordinary expenditure. This is 
half the battle—an important half. 
Yet without the other half, we shall 
not succeed. In imposing burdens 
his ruthlessness has not failed, but in 
reducing outlay he has shown him- 
self a man of straw. 

A reduction of outlay is needed 
both to relieve the strain on the 
economy and, by making possible 
substantial tax reduction, to increase 
incentives—particularly for new ven- 
ture capital embarking on fresh ex- 
ploits. 

The Chancellor is quite right when 
he says, “I would ask you to consider 
whether, if we remitted the taxation 
so as to do away with the above-the- 
line surplus, we should get an 
equivalent rise in personal savings, to 
make good the loss. Quite obviously 
that is not what would happen—the 
great bulk of remissions would be 
spent on current consumption.” 
does not follow that the potential re- 
vival of personal savings is unimpor- 
tant. The correct argument runs 
slightly differently. Tax remissions 
at the expense of the surplus would 
increase inflationary seep But 
if expenditure w ere reduced, say, by 
£300 million, it would be safe to re- 
duce taxation by more than this 
amount. If the tax cuts were well 
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distributed (and included, for in- 
stance, a reduction of the profits tax), 
it might be possible to rely on as 
much as one-third going to increase 
personal savings. In that case 
economies totalling £300 million 
would jusify tax remissions totalling 
{450 million—and that might make 
a considerable difference. 

Economies are also needed to re- 
lieve the strain on our capacity. 
While the Chancellor’s insistence on 
the objective of full employment is 
to be applauded, in belittling the evil 
effect of an excess of demand for 
labour over its supply, he made a 


howler. “The figures of labour 
turnover,” he rem: = aay ‘show a very 
considerable mobility of labour.” 


Labour turnover, following personal 
inclination, has indeed been high, 
and those closely concerned with 
productive processes agree in holding 
that it has had a most important in- 
fluence in retarding output. New 
recruits take time to acclimatize 
themselves to new conditions; a high 
turnover goes with low output. 

Mobility in the sense of movement 
from a less to a more important job 
is quite another matter. In the early 
days of the Economic Survey large 
movements of this kind were 
postulated. These prognostications 
were later dropped, presumably be- 
cause they were not fulfilled. Let the 
Chancellor make no mistake, the re- 
distribution of the labour force, 
which will be needed when the post- 
war boom is over, will present us 
with a very hig problem. 

In this, as in other matters, com- 
placency still seems to be the order of 
the day. Each crisis creates a flutter 
and provokes action; but the action 
is on an inadequate scale. We must 
hope that a still greater crisis will not 
come—yet, since things must find 
their level, we may be sure that it 
will come, unless the complacency is 
first cured in some other wav. 











Key Points of the Sterling 


We read about it and talk about it, but what is the 


Sterling Area ? 


the world 7 


How does it stand with the rest of 


Has it any future? — The answers 


below are given by the Economic Information Unit 


of the British Treasury 


r[\He sterling area is the world’s 

largest single area of multilateral 
trade. Present members are: (a) 
Commonwealth countries — United 
Kingdom, Australia, Ceylon, India, 
New Zealand, Pakistan, South 
Africa,* Southern Rhodesia and the 
British Colonies; (b) Non-Common- 
wealth countries—Burma, Iceland,* 
Iraq and Irish Republic. The sterling 
area therefore comprises all the 
Commonwealth countries except 
Canada, and four non-Common- 
wealth countries. Canada with her 
naturally close trade and financial 
links with the U.S.A. is not a mem- 
ber of the sterling area. 

Within the sterling area there are 
few restrictions on commercial pay- 
ments, and with sterling as the com- 
mon means of payment between 
members of the area and from one 
member to most outside countries, 
trade can’ be carried on multi- 
laterally. This means that a sterling 
country can use a surplus with one 
member (or with non-members to 
pay off a debt to another, or in other 
words that the currencies of the 
sterling area countries are conver- 
tible into one another. The need for 
laborious bilateral negotiations be- 
tween pairs of countries is thus 
avoided and the level of inter- 
national trade is higher than it 
would otherwise be. 

In addition to the sterling area 


proper, sterling may be used freely 
for the settlement of current 
accounts between a number of other 
countries, for example, Chile, Egypt, 
Holland and the Dutch monetary 
area, Italy, Norway, Persia, Siam and 
Sweden. In general the facilities of 
transferable account sterling are ex- 
tended to countries between which 
payments are fairly well balanced 
and which are not therefore expected 
to become eieher holders of excessive 
amounts of sterling or uncomfort- 
ably short of sterling through trans- 
fers from and to other members of 
the group. 

The population of the countries in 
the sterling area is 25 per cent. of 
that of the whole world. A further 
21 per cent. of the world population 
live in countries of the transferable 
account group. It has been estimated 
that in 1948 the sterling area coun- 
tries did roughly 27 per cent. of 
world trade and the countries of the 
transferable account group 17 per 
cent.—an estimated total of 44 per 
cent. of world trade. Other countries 
not in the “transferable account 
area” are allowed to make use of 
sterling for financing trade with 
third parties with the permission of 
British Exchange Control. 

The exchange of goods and ser- 
vices between the United Kingdom 
and the rest of the sterling area* on 
the one side and the Marshall Plan 
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countries of Europe on the other 
amounts to something like {900 mil- 
lion a year each way. Imports of 
oods and services from the United 
<ingdom and the rest of the sterling 
area by the Marshall Plan countries 
during the first three-quarters of 
1949 were roughly as follows: 


£ million 
(annual rate) 
French monetary area inne 150 
Dutch = , o 
Belgian 
| Sweden.... Jenktnicankiextzasnatals 
BENE a whic inexaceecausccsanvacecsnehs 


; | 
| Portuguese monetary area. ‘ | 
Turkey.... parmeacd ; 
Austria 


| 
| 
| 
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Well over half Western Europe’s 
trade with the sterling area is with 
the U.K. and the value of this trade 
has expanded considerably over the 
past three years. U.K. exports and 
re-exports to Western Europet rose 
from £268 million in 1947 to £385 
million in 1948 and £407 million in 
1949. Roughly half these exports 
consist of metals and engineering 
products, about one-seventh of tex- 
tiles and clothing and one-eighth of 
raw materials (including coal). In 
addition, British-controlled oil com- 
panies have been furnishing Western 
Europe with nearly half its oil sup- 
plies. 

In return the U.K. is providing a 
steadily-expanding market for the 
goods of other O.E.E.C. countries, 
importing from them {£460 million 
last year, compared with £326 mil- 
lion in 1948 and £233 million in 1947. 
Over two-fifths of these imports con- 
sisted of food and drink and nearly 
one-third of raw materials. Further, 
the U.K. spent £21 million on tour- 
ism in Western Europe in 1948. 

The overseas sterling area is also 
of great importance to Western 
Europe as a source of supply for raw 
materials. Wool is much the largest 





AREA 197 


single item in this trade. In the firse 
seven or eight months of 1949 France 
obtained three-fifths of her wool 
from the sterling area, Italy and Bel- 
gium four-fifths, Western Germany 
three-quarters. 

Rubber supplied mainly by 
Malaya and Ceylon, and jute from 
India and Pakistan, are other impor- 
tant raw materials for which Wes- 
tern Europe relies mainly on the 
overseas sterling area. Western Ger- 
many, for instance, has been buying 
nine-tenths of her natural rubber 
from sterling sources, Italy three- 
quarters, Belgium three-fifths and 
France one-third. 

Other primary products which 
enter to an important extent into 
trade between the overseas sterling 
area and Western Europe are cocoa 
from West Africa, tea from India, 
Pakistan and Ceylon, and tin from 
Malaya. 

There is no doubt at all that trade 
between Western Europe and coun- 
tries in the sterling area has been 
greatly facilitated by the fact that 
trade throughout this area is con- 
ducted on a multilateral basis, made 
possible by the common use of 
sterling as an international currency. 


Advantage in Trade 


As a concrete example of the bene- 
fits which other O.E.E.C. countries 
obtain from the multilateral use of 
sterling, Norway is at present run- 
ning a surplus of several million 
pounds on transactions with the rest 
of the sterling area and is able to use 
this surplus to help finance a deficit 
with U.K. Denmark is able to pay 
for imports of rubber and tin trom 
Malaya and of cocoa from West 
Africa with pounds earned from sell- 
ing agricultural products to the U.K. 
Italy buys considerably more from 
Australia than she sells to Australia, 
but is able to cover this deficit out of 


*South Africa and Iceland meet their dollar needs independently. 
**Including Iceland and the Irish Republic, though these are also Marshall Plan countries. 


hs ts non-Sterling Marshall Plan countries — 


U.S. and Canadian dollars. Although Canadian 


their overseas dependencies. 
rs are not freely convertible into U.S. dollars the Sterling 


Area needs more of both, and consequently no distinetion is usually made when talking of earning 
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a Surplus with other members of the 
sterling area. 

France is buying two or three 
times as much from the overseas 
sterling area as she is selling to it, 
and would have to do without key 
supplies of wool and other raw 
materials if she were not able to 
finance these purchases with sterling 
obtained in other ways (in 1948/49 
under the Intra-European Payments 
Agreement, and in 1949/50 by a sur- 
plus of exports to Britain). 


Dollar and Pound 

Bilateral balancing would inevit- 
ably cramp the trade of all these 
countries and would make it more 
difficult for them to obtain the sup- 
plies they want from sterling coun- 
tries. 

One of the essential conditions— 
in fact, the one absolutely essential 
condition—of the proper functioning 
of the sterling area is the main- 
tenance of adequate central reserves 
of gold and dollars.t As the banker 
of the whole area, the U.K. has a per- 
manent obligation to safeguard these 
reserves. In other words, Britain 
must regard the achievement of a 
balance between the sterling and 
dollar areas as her first and over- 
riding economic objective. 


United Efforts 


With this end in view the U.K. has 
co-operated with its partners in the 
sterling area—and, through the Mar- 
shall Plan, with the other countries 
of Western Europe—in all measures 
for earning and saving more dollars. 
The expansion of trade with the 
Commonwealth and with Europe, in 
which the U.K. has played a leading 
part, has done much to save dollar 
expenditure; on the other side the 
U.K. has taken many steps, including 
the devaluation of sterling, to en- 
courage and assist its exporters to 
earn dollars. 


The dollar expenditure of the rest 
of the sterling area (excluding the 
U.K.) in the year a June, 1949, 
was over 1,100 million dollars, com- 
pared with an average of only 250 
million dollars in the years 1934 to 
1938. This more than fourfold in- 
crease in dollar spending is one of 
the major factors turning the pre- 
war dollar surplus of the rest of the 
sterling area into the _ post-war 
deficit. 

Consequently, in addition to their 
efforts to expand dollar earnings, the 
other sterling area countries have 
their part to play in economizing in 
dollar pan in order to help 
the sterling area pay its way in dot 
lars as Marshall Aid dwindles. For 
while the sterling area banking sys- 
tem is designed to cope with tem- 
porary deficits with one outside 
country (which can be restored by 
subsequent surpluses) or with deficits 
in one place which can be offset by 
surpluses elsewhere, it cannot con- 
tinue to afford facilities for world- 
wide multilateral trade if it suffers 
from a_ general and_ prolonged 
shortage of one currency—in this 
case, dollars. 

Therefore the measures that the 
sterling area countries agreed to take 
to economize in dollar expenditure, 
following the meeting of Common- 
wealth Finance Ministers in London 
in July, 1949, are of the utmost im- 
portance to the future prospects of 
the sterling area. 


Then and Now 


At Dec. 31, 1949, the central gold 
and dollar reserves of the sterling 
area held in the U.K. amounted to 
1,688 million dollars. Before the 
war, in terms of present-day purchas- 
ing power, the U.K. reserves were 
equivalent to over 10,000 million dol- 
lars, or about six times their end- 
1949 level. 
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How Sterling is Used 


nN March 20, the Treasury issued of American Account countries can 

the following additional figures be freely transferred to other resi- 

on the use of sterling: dents of any of these countries as 

well as to residents in the Transfer- 

able Account area. Moreover, ster- 

rr tis eee ide the Sterling | ling held on American account can 
haacceee satire (Emilion) | be converted into U.S. dollars. 


(a) Automatic facilities... aves ee 140} — ite Se ee ee 

(6) Administrative facilities 5 25 P . - . : 

‘ cane 125) | Approximate Value of Trade by non-Sterling 
240 265 | O.E.E.C, countries conducted in 1948 on a Sterling 

= — Basis 


igi ae ee (£ million) 
° ° | With the Sterling Are: , 1,20¢ 
The American Account area com- | with ¢) + non eanainien-cntaiiaiins amine 


——— i er . ; O.E. ee 130 
prises the United States, the | 4, ohio 6 countries 80 


Philippines, and 14 Latin-American — 
countries. Sterling held by residents 


1,390 


SALIENT FIGURES OF THE MONTH 
Latest Increase (+) or De- 
Month crease (—) ona 
Month Year 
Ago Ago 
MANPOWER 
Total manufacturing industries ne (thousands) *8,411 38 
weg. spinning and weaving in do. 
Coal (on colliery books) ; do. 
Registered unemployed (G B.) , do. 
PRODUCTION 
Index of production .. ; (1946 = 100) 
Coal (average weekly output) (thousand tons) 
Steel ingots and castings (do.) do. 
Cotton yarn (do.) ‘ xs .. (million Ibs.) 
Woven wool fabrics (do.) (million sq. yards) 
Passenger cars (do.) .. (thousands) 
Commercial vehicles (do.)  .. do. 
Permanent houses completed do. 
TRADE 
Value of imports - me (£ millions) 
Value of exports ie - do. 
Freight train traffic .. ye) (million tons) 
Retail sales... a f . (1947=100) 
FINANCE 
Currency in circulation ee ay (£ million) 
Deposits in London Clearing Banks . do. 
Provincial cheque clearings (av. work- 
ing dav) .. ; do. 
WAGES AND PRICES 
Weekly wage rates... ay .  (1947=100) 110 Same 
Retail prices .. aa .. (1947=100) 113 Same 
Wholesale prices : (1930 =100) 245.5+ + 0.4 
Basic materials... do. 321.6F + 1.6 
Intermediate oe 7 do. 278.1t t+ O.5 
Manufactures r me do. 227.6t + O41 
Import prices .. i ..  (1938=100) 125 l 
Export prices .. ss es ie do. 116 Same 
“January. + March, All other figures refer to February 
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The Next 12 Months in Britain 


Reactions to Economic Survey for 1950 


The Times looks for more emphasis on efficiency. ** The 
planners themselves have no plan,” says The Manchester 


Guardian. 


And the City Editor of that newspaper 


remarks: ‘*The authors of the survey must be almost 
alone in finding any comfort or relief in the growth of 
Britain’s drafts on her future.” 


(1) MORE EMPHASIS NEEDED ON EFFICIENCY 


Naruraity the country’s situation 

does not change dramatically in 
a year, and the basic rules of sound 
policy do not change at all. Yet 
something has changed a little. In- 
deed, the Survey admits it. Last 
year, precedence among the aims of 
policy was given to immediate dollar 
exports and to increasing production 
in the basic industries. General in- 
dustrial efficiency, in the sense of 
lower costs and better qualities, came 
third. This year, by contrast, “the 
primary task is to increase effici- 
ency. 

Considering that efficiency was 
barely recognized in these Surveys 
until a year ago, this is a change of 
emphasis which might have been 
worth much more emphasis. It 
could have been supported with 
many solid arguments. A sufficiency 
of all basic products is, at worst, not 
far off. The key to future exporting 
power, as to future welfare, will be 
not the amount of basic materials 


and services made available but the 
state of efficiency throughout indus- 
try. 
Before long British competitive 
power will be put to the real test, 
and it is on competitive efficiency 
that future exports and the bridging 
of the dollar gap will depend. It is 
unwise to be lulled by the fact that 
the gap is bridged for the time being 
by Marshall aid or even by the pos 
sibility that it be bridged thereafte: 
by direct control of dollar imports 
throughout the sterling area. Only 
competitive efficiency will keep the 
gap closed. 

Nor is the eventual solution a mat- 
ter of dollar exports only. It is a 
matter of selling exports com- 

etitively in all markets. It will not 
; scnibe to sell even to the coun- 
tries in the sterling area on the same 
scale as now and thus to keep their 
dollar imports down except by sell- 
ing them goods of the right price 
and quality. 


From The Times (Leader), Mar. 29, 1950 


(2) DEEPER PROBLEMS IGNORED 


Pznuars economic planning will 

start again next year. It has 
never been much more than a pre- 
tence. The dropping even of the 
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pretence is the most notable feature 
of this year’s “Economic Survey.” 
There is still, of course, the penum- 
bra of “targets” turned “estimates” 
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(and put forward more cautiously 
than ever). But the Government now 
barely tries to suggest that its own 
actions will determine whether or 
not the guesses come off. 

The estimates (reasonable enough 
given the assumptions) are about 
what may happen if the British 
economy is able to go on pretty 
much as it is. The Government itself 
will do nothing new. It will simply 
go on administering the rigid econo- 
mic arrangements inherited from all 
the emergencies of the last 11 years. 

The basic assumption of the sur- 
vey is that this conservatism will be 
made possible by everyone else doing 
what he ought to do. Industry will 
go on improving its efficiency. Ex- 
porters will “take the initiative and 
accept the considerable risks” of 
breaking into North American mar- 
kets; hardly anyone will demand a 
higher income. 


More Assumptions 


The American Congress will go on 
providing us with Marshall aid. The 
world, and especially the United 
States, will keep business activity 
high. And (though this assumption, 
of course, goes unstated) foreign con- 
fidence in sterling will not again be 
lost. If in all these ways the world 
behaves nicely the Government can 
have a quiet life and things will get 
a little better. It might easily hap- 
pen that everyone lives up to the 
Government’s optimistic assump- 
tions and yet we are plunged into a 
fresh and more damaging crisis be- 
fore the end of the year. On the 
other hand, it might also happen 
that the reality is worse than the 
assumptions; we manage to scrape 
through 1950 without immediate 
harm. There is, as the survey repeats 
again and again, a wide area of un- 
certainty. 

Two things are, however, certain. 
By its present policies the Govern- 


ment is poesyees. grave risks in the 
short run; and, whether for the 


resent we are lucky or not, it is giv- 
ing us very little chance of establish- 
ing eventually a secure place for 
Britain in the new world economy. 


The Real Problems 

The survey is able to give an im- 
pression of adequacy only by ignor- 
ing entirely all the permanent ques- 
tions—how we are going to restore 
the convertibility of sterling, help to 
dismantle the barriers to trade, keep 
our productivity rising at least as fast 
as that of our competitors, hold the 
sterling area together, and soon. In 
capital investment, as in Government 
expenditure, the “cuts” of last 
autumn are in fact to be offset by in- 
creases elsewhere. Investment this 
year is expected to be almost the 
same as in 1949, and even when 
(some time in 1951) the cuts have 
taken full effect the rate of invest- 
ment will be only about £40 million 
less than last year’s rate—although 
the cuts were supposed to be £140 
million. 

At the same time the Government 
is reducing its own contribution 
(through the Budget surplus and 
other financial operations) to the sav- 
ings needed to pay for investment. It 
is therefore relying, in order to avoid 
“a resurgence of inflationary pres- 
sure,” on an increase of {228 million 
in private saving. 


Figures Don’t Add Up 


If the Government is right in its 
other assumptions—if otherwise the 
economy goes on much as it is—so 
sharp a change in savings alone is 
highly improbable. All that its in- 
sertion in the survey’s tables means 
is that the planners themselves have 
no plan. They have so little faith as 
not even to trouble to make the 
paper figures consistent. 





Continued Overleaf 
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This is the indecision that is barely 
cloaked by the repeated insistence 
that we must stick to the policies 
which have allegedly worked so well 
so far. The likely outcome is all too 


plain. Inflationary pressure will 
remain much as it is, or even in- 
crease, and our dollar earnings will 
gain little from the opportunities of 
the 1949 devaluation. 


From The Manchester Guardian (Leader), Mar. 29, 1950 


(3) FACTS BEHIND REDUCTION IN STERLING BALANCES 


HE economic effect of the releases 
we have made from the sterling 
balances can be understood, the 
Economic Survey says, only by con- 
sidering them “in conjunction with” 
the additions which have been made 
to other balances. The survey does 
not quite say that the two things can 
be set off against each other. But 
the implication is that all Britain has 
really been doing is to give from one 
hand and receive with the other; and 
as the two transactions are almost 
equal no harm has been done. 
During 1949 £218 million was re- 
leased from some sterling balances 
while {203 million was added to 
others: the net change in the 
volume of balances outstanding was, 
therefore, a reduction of only 
£15 million. But in this simple- 
minded sum the Government is 
really trying to subtract chalk from 
cheese. In real content what we 
have given is quite different from 
what we have received. 


Four Points 


There are four main points. Our 
releases from the sterling balances 
represent almost entirely unrequited 
exports by Britain to such countries 
as India. Three types of transactions 
have produced the increases in other 
sterling balances. Some represent 
simply a transfer of British capital 
abroad, with no goods changing 
hands; some represent the “drawing 
rights” under the European Pay- 
ments Scheme which France, for 
example, has used to buy wool from 


Australia, and which have, therefore, 
become Australian sterling claims on 
London; and lastly, some of the 
additional balances have been accu- 
mulated by countries which have ex- 
ported more to Britain than they 
have imported from us. 


Unrequited Imports 


This third type of transaction 
probably accounts for a quite small 
part of the total increase in the 
balances. But it is the only type that 
has provided us with “unrequited 
imports”—not paid for by current 
exports—which can be set off against 
our requited exports. On balance 
the real claim on British resources— 
and, therefore, the extra inflationar 
pressure at home—was not £15 mil. 
lion, but probably, at a guess, more 
like £150 million. 

But this is only the beginning of 
the difference. The unrequited im- 
— have been things like raw wool 

rom Australia and fruit and veget- 
ables from Europe. These, however 
desirable, in no way at all offset the 
ull of the releases on British export 
industries. There it is the full £218 
million that has been drawing 
British trade away from the dollar 
markets. That is what really matters. 

There is in any case no causal con- 
nexion between the two sides of the 
account. If we had released, say, 
only £100 million, our other creditors 
would not therefore have added less 
to their sterling balances. If any- 
thing they would have had more 
confidence in the future value of 


From The Manchester Guardian (City Editor), Mar. 80, 1950 











THE NEXT TWELVE MONTHS 


sterling and might have let their 
balances in London grow faster. 
The sterling we have released has 
come from ae that are blocked 
or restricted by agreement. The 
additions, on the other hand, have 
been to unrestricted balances. These 
have risen by £250 million to almost 
£2,000 million (60 per cent. of the 
total). These unrestricted balances— 
now equal to a sixth of Britain’s 
yearly national income—are liabili- 
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ties that formally we have to dis- 
charge on demand at any time. 

In practice, of course, everyone 
knows that we cannot meet them. 
But the dangers of such liabilities are 
shown plainly enough in our difficul- 
ties over the European Payments 
Union. The survey 
must be almost alone in finding any 


~ 


authors of the 
comfort or relief in the growth of 
Britain’s drafts on her future. 


——_— 


Four Steps to Outlaw 
Restrictive Trade Practices 


N EETING in Geneva in March last, 

the contracting parties to the 
International Trade Agreement of 
1947 made some progress towards 
eliminating restrictive __ practices. 


Their study began by distinguishing 
between trade controls made neces- 
sary by a country’s precarious mone- 


tary circumstances, and controls im- 
posed for balance-of-payments 
reasons but nevertheless protective in 
purpose and in effect. The most im- 
portant proposals put forward for 
confirmation by the _ respective 
Governments concern export con- 
trols. 

Four practices have been declared 
contrary to Article 11 of the General 
Agreement (which contains a general 
ban on quantitative import-export 
controls) and not warranted under 
any of “loophole” clauses. They 
are: 

1. Tying the sale of one item con- 
sidered “essential” by some import- 
ing country (such as machine tools) 
to the purchase by that country of 
something it would not otherwise 
purchase from that source. 

2. Making issuance of an export 
licence dependent on the exporter’s 
wangling an import permit from 
some other country (possibly a third 
country) for some product such a 


country would not otherwise 
chase. 

3. Using the export licensing pro- 
cedure to enforce a minimum export 
price—with the object of keeping 
prices of raw materials, for example, 
lower in the producing country than 
in the importing countries. 

4. Using the export licensing pro- 
cedure to withhold raw material 
altogether from the competitors of a 
country’s own export industries— 
Sweden, for example, refusing to ex- 
port wood to the Netherlands for 
furniture making. 

On import controls the recommen- 
dations are not so precise. The con- 
tracting parties call attention to the 
danger of letting the controls im- 
posed for balance - of - payments 
reasons become hardened into a per- 
manent protection of domestic im- 
dustries against foreign competition. 
Whenever it can be shown that one 
country is importing a product from 
a source that is not the most 
economic source for that product, 
such discrimination must be specifi- 
cally justified by the balance-of- 
payments difficulties facing the im- 
porting country. 

In addition, they recommend that 
countries permit token import pro- 
grammes on a broader scale. 


pur- 











By 1951 only Denmark, Eire, Spain and Sweden 


will require more than their pre-war imports of 


solid fuel. 
markets 


Britain must therefore nurse these 


Strategy for Coal Exports 


By H. H. MERRETT 


n the basis of a detailed survey 

of overseas markets for solid 
fuel, Mr. H. H. Merrett has 
attempted to assess the future out- 
look of the coal industry. He 
examines the probable short term 
and long term demands of 17 coun- 
tries which together absorbed 74 per 
cent. of the U.K. exports in 1938. 
The factors involved are many and 
complex, of which the most impor- 
tant is competition from other 
sources of power, fuel oil and hydro- 
electric development. 

The issue of coal versus oil, which 
is being fought on grounds of price, 
availability and quality, has yet to 
be decided. One important develop- 
ment should be noted—the interest 
of consumers in plant which can be 
adapted from time to time to burn 
either oil or coal. 

“Related to the expansion of crude 
fuel oil is the adoption of Diesel 
locomotives by railways which have 
hitherto relied upon steam engines. 
Despite the considerable capital cost 
of the Diesel locomotive, it has been 
found that running economies make 
conversion from steam to Diesel a 
very practical proposition. 

“Moreover, the industries which 
have dispensed with steam raising in 
favour of internal combustion as a 
source of power appreciate the result- 
ing freedom from problems of 
adequate water supplies and purifica- 
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tion. As far as the dollar shortage 
is concerned it is suggested that this 
will militate to a lesser extent in 
future against oil supplies since the 
world’s greatest expansion in oil pro- 
duction 1s taking lie in the snacking 
area—in the Middle East. 

“The use of electricity and gas as 
an alternative to coal in the home 
and the factory may increase in 
many markets, but it is quite 
obvious that this will not always 
operate to the disadvantage of coal. 
Except for hydro-electric and oil- 
fired installations there is still need 
of solid fuel at the primary source 
of production, that is, at both gas 
wad slonsaler works, 


Smaller Demand 


“The picture which emerges from 
all these considerations is by no 


means reassuring. The total esti- 
mated demand of the 17 countries 
under survey is put at 54,933,000 
metric tons in 1950, falling to an 
annual average of 51,000,000 metric 
tons during the period 1952-1959. 
These estimates show a reduction of 
about 16 per cent. in 1950 on the 
comparable figures for 1938, rising to, 
and possibly exceeding 20 per cent. 
within a few more years. 

“This decline of demand is by no 
means general throughout all mar- 
kets, but is composed of a great 
many decreases balanced against 


From National Provincial Bank Review, London, Feb., 1950 
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some expansions. It is estimated, 
for example, that, in 1951, only Den- 
mark, Eire, Spain and Sweden will 
require more than their pre-war im- 
ports of solid fuel. 

“It must be emphasized that these 
markets are by no means exclusive 
to Great Britain. Full account must 
also be taken of our competitors— 
Poland with the new high price levels 
to absorb and mask her once pro- 
hibitively long rail hauls from pit to 
port—Germany with the sharp 
stimulus of her traditional emphasis 
on work as the basis of wealth—and 
now South Africa with an exportable 
surplus of good coals restricted only 
by the scarcity of shipping space for 
outward-bound bulk cargoes. 
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“It is impossible to over-ernphasize 
the need for re- establishing faith 
among overseas buyers in the ability 
of the United Kingdom to guarantee 
the supply of good quality coals at 
prices which will meet all com- 
petition. Assuming that the price 
and quality of British coals become 
equal to, or slightly better than, 
those of our competitors, it is prob- 
able that the immense experience of 
British exporters, their excellent, 
long-established overseas connexions 
and the goodwill which prevails in 
so many European markets towards 
this country will enable them to re- 

capture, over a period of years, a sub- 
stantial proportion of the 51,000,000 
metric tons which are required.” 


Europe Reports Coal Surplus 


By MICHAEL L. HOFFMAN 


Coal produced in Europe cannot be bought by European 
countries which are receiving American coal as part of 


Marshall Aid 


Bip European coal surplus, which 
has been growing steadily but 
almost unnoticed outside coal circles, 
has blossomed this spring into an 
embarrassing economic problem. 

For the second quarter of the year 
the Coal Committee of the United 
Nations Economic Commission for 
Europe has found that there will be 
more than 3,000,000 tons of unsale- 
able coal lying around a continent 
that is still buying United States coal 
with Marshall Plan dollars. 

At the same time various countries 
have declared that they have require- 
ments of 661,100 tons of solid fuels 
that cannot be met from European 
sources. These requirements cannot 
be met because “of questions of 
quality and pa ment.” 

About a third of this deficit is 


“absolute” in the sense that the 
special types of coal or briquettes are 
short. Two-thirds is a false deficit, 
which exists because of the lack of 
integration of the European 
economy, specifically the Western 
European economy. Poland, al- 
though a big coal exporter, is not one 
of the countries declaring large 
amounts of unsaleable coal. 

The most striking change has 
come in the French coal situation. 
As late as September France was im- 
porting nearly 200,000 tons a month 
from the United States. The French 
have declared a “surplus” of 1,800,000 
tons for the second quarter of 1950. 
France has always been both an im- 
porter and an exporter of coal, ex- 
changing softer coals for those usable 


From The New,York Times, Mar, 28, 1950 
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as metallurgical fuel. 

Belgium continues to have unsale- 
able coal and coke. Despite a fall 
in Belgian prices, 1,100,000 tons have 
been “declared “surplus” for the 
second quarter. 

Part of the reason for the growth 
of coal stocks is the mild winter, 
combined with the replenishment of 
hydro-electric reservoirs, both of 
which have permitted heavy con- 
sumers of coal to cut their intake. 

It is clear to coal experts, however, 
that more fundamental difficulties 
face the coal industry than a seasonal 
and fortuitous decline in consump- 
tion. Coal is still very expensive in 
Europe. The massive substitution of 
petroleum as fuel in such importing 
countries as Switzerland has robbed 
coal of important markets. The 


small consumer still cannot afford to 
burn the coal he wants for his house- 
hold. 

Because the basic needs of coun- 
tries are satisfied, coal has dropped 
into the category of an “unessential 
import” for countries faced with pay- 
ments problems in intra-European 
trade. Machinery established to 
deal with a conditjon of coal shortage 
has not so far proved adaptable to 
deal with problems of under- 
consumption. 

Retail cartels keep prices at levels 
established during the acute post-war 
shortage. In Switzerland, for in- 
stance, which is an internationally 
famous “free market,” coal delivered 
at the frontier for less than 20 dollars 
a ton retails at more than 4o dollars 
a ton. 


Canada’s Industrial Development 


PD. ‘anada about 260 new industrial 

slants have been established from 
alieoad i in the past two years. Total 
capit: 1] investment from both domes- 
tic and external sources in 1949— 
much of it for new industrial facili- 


ties or the renovation and expansion 
of existing plants—reached a peak of 
over 3% billion dollars, and it is 


anticipated that the 1950 figure will 
be higher. 


FOREIGN TRADE OF CANADA—1949 
(Millions of Dollars) 


With All Countries With United Kingdom With United States 








1935-30 
laverage | 


1948 


1949 11935— 39) 1948 
average | 


1949 soning 1948 | 1949 
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124 | 300 | 307} 419 
| 
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* Including re-exports. 


From Monthly Commercial Letter, Canadian Bank of Commerce, Toronto, Feb., 1950 








Price-support tends to encourage surplus produc- 


tion and to create problems of distribution. 


The 


wheat agreement may show one answer to the 


problem 


Snags i in Marke sting Surplus Commodities 


By D. J. MORGAN 


London School of Economics 


r[.ue charter of the proposed ITO 
recognizes that the restriction of 
international trade by agreement 
may occasionally be desir: ible, but it 
emphasizes that commodity control 
agreements Must on no account pre- 
vent needs being met from the most 
economic sources of production. 

This is certainly a salutary pro- 
vision. It has been only too often a 
feature of commodity control agree- 
ments that the total possible ‘sales 
have been divided up pro rata 
among all producers, irrespective of 
their efficiency. This has tended to 
delay the elimination of high cost 
a ge and to keep up prices to a 
evel where even inefficient producers 
can make profits. 

But unless some incentive is given 
to high cost producers to move into 
some other field of production, it is 
difficult to see why they should do so 
until forced to by economic neces- 
sity. It has been. suggested that it 
would be a legitimate function of the 
International Bank for Reconstruc- 
tion and Development to provide 
either loans or grants to assist a 
desirable shift. 

The next most common type of 
agreement may be called the “buffer 
agreement’ where some agency takes 
off the market, by purchase at cer- 
tain stated prices, the whole or the 
bulk of a surplus and subsequently 
re-sells it. Such operations can be 


effective where the surplus is essen- 
tially temporary, but if the surplus, 
¥ temporary, oe 
prot tr nao the funds a : — 
the losses incurred can be very larg 
quite apart from the great cost al - 
danger of holding large stocks of a 
commodity which may be liable to 
perish. 
In view of the di! 
simpl 


ficulties which the 
r forms of commodity control 
agreement buffer agreement 
have encountered, it is interesting to 
observe the novel provisi ns con- 
tained in the 1948 Wheat Agree 
ment. 


The Wheat Agreement 

First, each participating importing 
country contracts to buy a definite 
amount of wheat annually at not less 
than the agreed minimum price. In 
return each participating exportin 
country binds itself to sell a definite 
qu: antity of wheat annually at not 
more than the agreed maximum 
price. Thus a definite quantity of 
wheat will be traded in year by year 
at a price at or between the agreed 
minimum (buying) price and the 
agreed maximum (selling) price, the 
actual price depending on the world 
wheat situation. 

Secondly, it is provided that when 
the price of wheat not covered by the 
guarantees falls below the agreed 
minimum, both exporters and impor- 


p< 
i 
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ters must buy for storage. The limit 
of this buying is set at 10 per cent. 
of their selling or buying quotas 
under the Agreement. While such 
stocks were being accumulated there 
would thus be brought into action a 
further measure for moderating the 
price decline. 


In Reverse 


In the reverse situation, that is 
when the price of non-guaranteed 
wheat rose above the agreed maxi- 
mum price, these stocks would be 
used to add to the available free sup- 
ply and in that way would damp the 
rise of price beyond the agreed maxi- 
mum. 

Thirdly, exporting countries un- 
dertake to hold stocks against crop 
failures so that for a year or two they 
would be able to fulfil their quota 
sales despite such failures. Finally, 
it is provided that when the “full 
commercial demand” has been met, 
sales at special prices may be made 
for nutritional programmes approved 
by the Food and Agricultural 
Organization. 

As compared with the simple 
buffer-stocks scheme the Wheat 
Agreement provision is less likely to 
break down because it is much less 
dependent on either the holding of 
stocks or on financial reserves. 


Greater Flexibility 

By enclosing only a proportion, 
although in fact quite a high propor- 
tion, of the wheat trade within the 
agreed price range, the Wheat 
Agreement permits greater flexi- 
bility than the simple buffer-stocks 
scheme. Wheat may be traded in 
times of glut at less than the agreed 
minimum price, once the buying 
quotas have been covered. This en- 
courages consumption and dis- 
courages high cost production. It 
allows the price to rise above the 
agreed maximum in times of dearth 
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once the selling quotas have been 
honoured. It discourages undue con- 
sumption, and tends to encourage 
additional sowing. 

The Wheat Agreement does not 
like many “buffer agreements” aim 
even in the short run at absolute 
price stability. It recognizes that 
there will be variations in production 
and that there should be from time 
to time shifts towards and away from 
the production of wheat. It provides 
for sufficient price fluctuation to en- 
courage these marginal shifts, but 
also limits fluctuation so as to pro- 
vide a substantial measure of 
security for the majority of pro- 
ducers. 

The Wheat Agreement is a blend 
of security for the bulk of producers, 
together with provision for the 


natural forces of price variation to 
operate at the margin. 
J 


Other Applications 


If the experiment of the 1948 
Wheat Agreement is successful, no 
doubt its characteristics will be 
copied and adjusted to suit the 
peculiarities of other nese sur- 
pluses. The adjustment will not 
always be easy. For instance, the 
total production of wheat and of 
most agricultural products is the 
result of the independent action of 
innumerable relatively small _pro- 
ducers. The minerals are generally 
‘age yom by a relatively small num- 

er of large producers, each employ- 
ing large capital assets. A shift to- 
wards or away from the production 
of minerals is therefore quite a dif- 
ferent operation, and usually slower 
than a shift towards or away from 
agricultural production, 

Again, the success of such schemes 
depends upon the setting of sensible 
minimum and maximum prices. 
This is likely to be particularly diffi- 
cult when there has been no free 
market for many years or when 
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fairly close substitutes are available. 
Both of these difficulties might apply, 
for instance, in the case of tin. 

In general, it would seem that we 
are still a long way from the stage 
when one generalized organization 
should be entrusted with the respon- 
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sibility of dealing with all surpluses. 
Experiments are being made, and 
should continue to be made, but let 
us be careful not to assume that a 
scheme which deals successfully with 
one commodity can be applied as it 
stands to others. 


U.S. Farm Price-Support 


Programme Goes Haywire 


Americans have been subsidising potato growers to the 
end that the market price may be raised when they go 


into a store to buy. 


Now the goods are rotting in the 


fields—or being sold back to the growers as animal feed 


re problem of surplus farm com- 
modities, due to over-production 
at high government support 
prices has reached the headlines in 
dramatic fashion during the past 
month through Secretary of Agricul- 
ture Brannan’s announcement that 
25 to 40 million bushels of potatoes 
would be allowed to rot in the fields 
or sold back to the growers for 
animal feed at 1 cent per 1oolb. 

For these potatoes the Government 
has paid, on the average, 1.83 dollars 
per 1oolb. During the past four years 
the potato surplus has become 
chronic, although acreage has been 
restricted for three years and price 
supports were lowered last year. 
Since the support programme 
started, spoilage and losses incurred 
in surplus disposal have cost the tax- 
payers some 420 million dollars. 

eanwhile the people who have 
been paying the taxes have also been 
paying an artificially supported price 
or the potatoes they eat. They have 


been subsidizing the growers, to the 
end that the market price may be 
raised when they go into the store to 
buy. Now comes the record of waste 
and uneconomic use. 

In theory, acreage restriction has 
been supposed to keep supply and 
demand in balance at the arbitrary 
price. But the price has been attrac- 
tive enough to induce farmers to 
plant their potatoes more closely, to 
use more fertilizers and insecticides, 
and thus offset the lower acreage 
with higher yields. The surpluses 
and the waste, all paid for out of the 
public purse, have followed. 

There are other signs that the 
price support policy has reached a 
critical stage. While headlines have 
focussed on the potato surplus, the 
wastage of agricultural resources 
through accumulation of butter, 
and milk surpluses is tenti 
even greater. The mmodity 
Credit Corporation acquired more 
than 100 million lb. of butter in its 


From Monthly Letter, National City Bank of New York, Mar., 1950 
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1949 support operations, for which 
no market demand exists at current 
support oe 

With flush production only a few 
weeks away, it faces the accumula- 
tion of an even greater surplus this 
year. Butter production is running 
10 per cent. heavier than last year. 
With the 1950 support price actually 
1 cent higher than the initial 1949 
support, butter consumption is meet- 
ing increased competition from mar- 
garine made from low-priced — 
able oils, which are not supported. 


Too Many Eggs 


Some 73 million lb. of dried eggs, 
the equivalent of about 114 dozen 
shell eggs for every person in the 
country, have been accumulated as a 
result of supporting egg prices over 
the past two years. Although the 
1950 support price has been reduced 
10 cents a dozen, egg production con- 
tinues well above a year ago and the 
Commodity Credit Corporation cur- 
rently is buying twice as many dried 
eggs as it was a year ago at this time. 

Together with 169 million lb. of 
non-fat dry milk solids, these hold- 
ings have been offered in the export 
market at far below cost, but without 
finding buyers. Within the past 
month they have been made avail- 
able, free of charge, to schools and 
welfare agencies. 

Of course, public sentiment will 
not condone the destruction of such 
valuable foods, and will prefer to 
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have them given away. But the real 
question is, why do the markets not 
on themselves, in this period of 
high employment and purchasing 
powerr 

The policies which are building up 
these surpluses at such immense cost 
are being viewed with increasing 
concern by farmers, as well as by the 
city people who pay the prices. The 
high - support policy was suc- 
cessful in stimulating production 
during the war. In guiding produc- 
tion back to peacetime requirements, 
the evidence now developing is that 
it is failing lamentably. The prices 
required by law, or by political pres- 
sures, are too high to equate supply 
and demand. 

The experience with potatoes will 
not have been entirely in vain if it 
teaches the country that as long as 
support prices are too high, over- 
production will be chronic. For too 
long our agricultural policy has been 
anchored blindly to price support 
without sufficient regard for what 
happens to production and consump- 
tion. 

The argument for these high price 
supports during the post-war period 
has been that they would “cushion” 
the transition from the inflated war 
and early post-war demands. The 
lesson of experience, however, seems 
to be that “cushioning” is chiefly 
another name for delay or preven- 
tion of necessary adjustments. 


Washington Cuts Down Imports 


Nne State Department has in- 

dicated it will ask 26 other 
nations adhering to the Gencral 
Agreement on Tariffs and Trade to 
agree to a U.S. reduction—from 350 
million bushels to 335 million 
bushels—of the figure on which 
tariffs on potato imports into the 


United States are based. The action 
is being taken because of the surplus 
of potatoes in the United States. 

In a statement, the Department 
said the Interdepartmental Commit- 
tee on Trade Agreements has recom- 
mended the proposal be submitted 
at once to the fourth session of the 


Washington, Mar. 27, 1950 








PRICE SUPPORT 201 


contracting parties to GATT now in 
progress in Geneva. The Depart- 
ment announcement of its contem- 
plated action asked for reaction by 
U.S. persons or groups which would 
be interested. 

The Department’s effort to have 
the base figure reduced is in line with 
the U.S. Agriculture Department’s 
programe to reduce potato produc- 
tion in the 1950-1951 crop year to the 
335,000,000 million bushel figure in 
order to cut down the surplus. 

The U.S. Government policy of 
supporting potato prices which has 


brought about the surplus has 


aroused discussion and controversy 
throughout the United States—in 
Congress, the press, farm organiza- 
tions and among citizens generally. 
It is estimated the programme will 
cost the Government about 100 mil- 
lion dollars this year. 

Under Government support potato 
prices have been high enough to 
enable neighbouring Canada, after 
paying 2 py costs and the 75 per 
cent. tariff, to under-sell U.S. pro- 
ducers by from 10 to 50 cents per 
ioolb. sack. 


a= 


Reducing American Tariffs .. . 


UBLIC attention is beginning to 

focus more sharply on a prob- 
lem which the Marshall Plan alone 
cannot solve and which, unless 
solved, can have serious conse- 
quences for the whole free world. 

This problem is created by the 
enormous and persistent excess of 
our exports over our imports—the 
most important single factor in world 
economy _ to-day. The — excess 
amounted last year to 5,376 million 
dollars which, in theory, the world 
should be owing us on one year’s 
trade alone. This debt is further in- 
creased by our “invisible exports” 
and by the amounts due us as a 
world creditor for interest and 
amortization on our foreign loans 
and investments. 

A reduction of our exports would 
inevitably create serious cconomic 
problems for the United States and 
for the free world generally, since 
both must seek salvation in an ex- 
panding and not a_ contracting 


...(1) Precept 


economy. This leaves as the most 
feasible method an increase in our 
imports, urged both by the Truman 
Administration and by Economic 
Co-operation Administrator Hoff- 
man, who wishes to increase imports 
by a billion dollars a year. 

This solution runs straight into 
one of our oldest points of contro- 
versy—the tariff. As Under Secretary 
of State Webb points out, our inter- 
national trade agreements have 
already reduced United States tariff 
rates to the lowest level in our his- 
tory, and there are already com- 
plaints that they are too low to pro- 
tect some American industries. 

But Mr. Webb also points to tay iff 
rates ranging on some articles from 
yo to more than 100 per cent., and 
he urges further reductions as an 
absolutely essential “short-run” 
measure to stabilize our own and 
world economy. 

This would open the American 
market to more foreign goods, not 


The New York Times, (Editorial) March 25, 1950. 
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only from Europe but also from 
other areas in which Europe used to 
equalize its dollar payments. It may 
require special measures of relief for 
the affected industries. But it is 


N a move designed principally to 

curb imports of aluminium from 
Canada, the Reynolds Metals Co., 
second largest producer of the metal 
in the United States, applied to the 
Tariff Commission for sharply 
higher tariffs on primary and semi- 
fabricated aluminium. 

The company’s brief, placed with 
the Tariff Commission in Washing- 
ton, asked the Commission to recom- 
mend to the President an increase in 
the duty on primary aluminium 
from 2 cents to 442 cents a lb., and 
from 3 cents to 7 cents on semi- 
fabricated products. The existing 
tariffs were established in the Geneva 
Concessions in the fall of 1947. 


DIGEST 


difficult to see in wi.at other way the 
problem can be solved without pre- 
cipitating new economic difficulties 
from which only the Communist 


world could profi t. 


. » « (2) Practice 


Charging that the Aluminium 
Company of Canada has “manipu- 
lated the United States market to the 
detriment of United States produc- 
tion and has compelled United 
States consumers to pay millions of 
dollars in premiums for the Euro- 
pean aluminium they had to buy 
during the shortages (of recent 
years),” the Reynolds application also 
asked the Tariff Commission to: 

1. Conduct a full investigation of 
the domestic industry to determine 
the need for higher tariffs, and 

2. Establish equitable import con- 
trols, geared flexibly to United States 
needs. 


The New York Times, (news items), March 25, 1950 


How U.S.A. Blocks Imports 


High tariffs are only the first hurdles in the path 
of dollar-earning exports from the dollar-starved 
world 


part from the height of the 
American tariff, the methods of 

its administration add greatly to the 
difficulties of would-be exporters to 
the United States. The documents 
that have to be filled up are often 
numerous and complicated. The 
duties to be charged are often cal- 
culated in the manner least favour- 
able to the exporter. For example, 
the value of an article on which an 
ad valorem duty is based usually in- 
cludes internal taxes in the country 
of exportation, even though these 
taxes only apply to goods sold on the 


home market. 

There are often long delays in get- 
ting goods through the customs. 
There is often much uncertainty 
about the customs classification 
under which an article falls, and so 
about the rate of duty to be paid. It 
is difficult for exporters to know 
beforehand what tariff will be found 
applicable. In many cases an inten- 
sive chemical examination is thought 
necessary by the American customs 
officials. Exporters may have to wait 
for a considerable time after their 
goods reach the United States before 


From European Recovery Programme, Second Report of O.B.E.C., Paris (H.M.S.0., London, Feb., 1950, 7/6) 
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being informed what duty is payable, 
or until appeals for the inclusion of 
their merchandise in particular cus- 
toms Classifications have been heard. 

The difference in duty is often 
considerable. For example, earthen 
ash trays might be classified as 
“household articles” (15 per cent. 
duty), as “smoking requisites” (30 per 
cent. duty), or as “luxury earthen- 
ware” (50 per cent. duty). Carpets 
without a fringe are subject to a duty 
of 25-30 per cent. If they have a 
fringe, the duty is 45 per cent. An 
exporter of candied figs was told that 
they could not be admitted under 
the classification of “figs,” and that 
no tariff item at all could be found 
under which they could be admitted. 
In some cases, the classification (and 
so the duty) applicable to an article 
may be changed after it has been 
selling in the United States for some 
time, with the result that the trade 


is killed. 


With so many difficulties and un- 


certainties, it is hardly surprising 
that European manufacturers, 
especially the small ones on whom 
so Many speciality exports —_— 
should be reluctant to embark on 
trade with the United States. 

In addition to the height of the 
tariff and the way in which it is 
administered there are numerous 
obstacles to would-be dollar earners. 
These include the Quarantine Act, 
the Buy American Act, import 
licensing restrictions, regulations 
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limiting the use of natural rubber, 
and sanitary and marking regula- 
tions. But the most important con- 
cerns shipping. 

All repairs to American ships car- 
ried out abroad are taxed at the rate 
of 50 per cent. unless it can be proved 
that the vessel is so badly damaged 
as to be unable to return to the 
United States. Subsidies are paid by 
the United States Government to- 
wards the construction and operation 
of liners. Subsidies to construction 
amounted before the war to about 
one-third of the total cost of vessels; 
this proportion has now grown to 
ne arly one-half. A Bill has recently 
been laid before Congress which pro- 
poses that the subsidies should be ex- 
tended to the construction and 
operation of tramp shipping 


High Freight Rates 


Fifty per cent. of exports from the 
United States financed by E.C.A. 
must be carried in United States ves- 
sels. In this connexion it may be 
mentioned that freight rates for 
tramp shipping are controlled by the 
United States Maritime Commission 
at a level far above world market 
rates. For example, the United 
States Maritime Commission rate for 
the transport of coal from the United 
States Northern Range to Antwerp 
and Rotterdam is 9.15 dollars per ton; 
the world market rate has recently 
been 3.75 dollars. 


1. The Quarantine Act impedes the import of plants. The roots must be completely free from soil, but this 
often causes the death of the plants. The customs officer can order fumigation, which may prevent the flowering 


of plants for two years 


2. Sanitary regulations allow considerable discretion to the customs officer. If he suspects that food is 
contaminated, he may order a ten-day sample test. By the time this is completed, other parts of the consignment 
may have deteriorated and the whole shipment may then be condemned. 


. 


TARIFFS LOWER—BUT STILL TOO HIGH 


“Our average tariff on dutiable imports has now reached the lowest point in 


our history. But the averages are not what matter in tariffs. 


It is the rate on 


the particular product in which the importer and exporter are interested, and 
anyone who takes a look at our present tariff schedules can see that we still have 


a lot of pretty high rates.”’ 


James Webb, L 


“S. Under-Secretary of State, New York, April 1990. 

















Expanding Agricultural 


Production 


By J. 


in Britain 


RAEBURN 


Principles on which a sound policy should be based 


Uwe main considerations on which 
U.K. agricultural plans should 
be based are:— 

(a) The terms of trade in overseas 
markets between our imports of food 
and feeding-stuffs, and our exports 
of manufactures and services; and 
the volume of trade possible at these 
terms. 

(b) The extent to which, under 
full employment conditions, the 
diversion to agriculture of additional 
labour, steel, building materials, fuel 
and other producer goods, and con- 
sumer goods too, would reduce et 
duction in export industry. Or, 
other words, the sacrifice of edn 
able goods and services that further 
expansion of agriculture would 
entail. 

(c) Prospective changes in the 
efficiencies of agriculture as com- 
pared to manufacturing industry, 
shipping, etc. These may be such 
that outputs would increase both 
from agriculture and from other 
occupations. The relative rather 
than the absolute rates of increase 
should decide the apportionment of 
resources. 

The real cost of achieving a fur- 
ther expansion of the total net out- 
put of agriculture might be assessed 
on the assumptions (7) that payments 
to farmers will have to be increased 
by say £180 million, at current 
i | price and wage levels; (ii) 
that the terms of trade so move 
against us that the purchasing power 
of exports for overseas foodstuffs will 
be reduced by 20 per cent., and (tit) 
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that, at these terms, exports could be 
increased by an additional amoun: 
corresponding to the producer and 
consumer foods now represented by 
£180 million payments to the farm 
ing community. 

If these assumptions are correct, 
£100 million of additional home pro 
duce could be secured for £180 
million payments not leading to any 
considerable expenditure of foreign 
exchange. 


COMPARISON OF PRICES OF HOME- 
PRODUCED AND IMPORTED 
FOODSTUFFS 
England and Wales 


Kinds of | | 


“Source of |1927- 1048a}1 0490) 19490 
foodstuft | imports | Novy. | June Nov. 


-_ . a 


home produce price ¢ as 
percentage of imported 

produce price _ value 

CEt. 

Wheat ...| All countries 92. 102 102 | Ot 

| Australia | 88 83 04 | 112 

Oats/ {} Alleountries; 111 64 | 103 | 101 
| maize \| Argentina | 111 64 65 |) oof 
| Milk in } 
May/tin- | 
ned milkd) All countries 15 62 49} 5S 
Milk in Allcountries! 140 | 179 | 176) 186 
May/ Denmark 131 143 152 | 179 
butter | | 
| Beef e | Allcountries| 163 | 236 | 1N2 
Argentina | 164 | 236 | 242 | 161 
Lamb e¢ ...| Allcountries} 135 | 178 | 188 | 172 

| Argentina | 176) 242 | 245 | 159 

Bacon e...| Allcountries| 126 | 121 | 139 | 13° 

| Denmark |} 122] 118 | 138 | 139 
| Allcountries} 134 | 150 | 154 | 137 | 

| Netherlands| 119 | 133 | 160 | 141 


neue, 





a Average “ fixe d * prices for home produce 
during 1948/49 compared to unit values of imports 
during Nov., 1948. 

b Average “ fixed ’’ prices for home produc 
during 1949/50 compared to unit values of imports 
during June and Nov., 1949. 

e Home produce prices include acreage payments 
(for wheat) but no other subsidies. 

d Price paid to farmers for milk compared to unit 
values of imported unsweetened condensed milk 

e In computing home-produced meat prices from 
fat stock prices, the pre-war ratios have beer 
assumed. Bacon-curing costs may not have rise: 
so much as baconer prices, and allowance has been 
made for this. 

f Provisional. 


From London and Cambridge Economic Service Bulletin, Feb., 1950 
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Alternatively, £180 million x 
0.8, 2.¢e., £144 million, of additional! 
imported produce could be obtained 
by trade, and that mainly outside the 
dollar areas. Moreover, a sum of 
£144 million = on imports would 
secure much larger quantities than 
£ioo million spent at current prices 
on home produce. 

The premia now being paid for 
home produce as compared to im 
ported are very substantial, both be- 
cause of the inducements already 
given to expand home production, 
and because the quality of most 
home products is higher. Indications 
of price differences for some in- 
dividual products are given in the 
table. The prices of home livestock 
products are very substantially 
greater than those of imported live- 
stock products, even when, as in this 
table, no allowance is made for 
feeding-stuffs and other subsidies to 
home agriculture. And except for 
beef and lamb from the Argentine 
the differences are greater than those 
of the late 1920’s. 

On the other hand, we still stand 


Note : 


Other recent articles on this subject include: Import Replacement of British Agriculture by C. 
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liable to the risk of a serious reduc- 
tion in imports of foodstuffs. The 
end of Marshall Aid is not far off. 
Our terms of trade are changing fol- 
lowing devaluation, and there is the 
possibility that economic changes 
overseas will seriously restrict the 
volume of our exports. Against all 
this, some further insurance in the 
form of a still larger home agricul- 
tural output may be considered 
desirable. 

But, if such is the conclusion, the 
corollaries are obviously (7) that the 
high cost of this insurance should be 
minimized by rapid improvements 
in the economic jis of agricul- 
ture (@) that the necessary transfers 
of purchasing power to foods from 
other retail goods and _ services 
should be brought about, and (gs4) 
that careful thought should be given, 
from the nutritional and the econo- 
mic standpoints, to what the com- 
position of national food supphes 
should be, and what the qualities, 
when Marshall Aid ends and, per- 
haps, some gencral recession begins 
Overseas. 


H. Blaghwrn 


of the University of Reading, Economic Journal, London, Mar., 1950; and The Productivity of British 


Agricultere bu L. P. F. 


Smith, University of Manchester, Manchester School, Jan., 1050 


> 


Direction of British Exports 


Value of 'Trade with each area as percentage of total 


Imports (c.i.f.) 





1947 


1948 | 1949 


- Total Exports (f.o.b.) 
including re-exports 
1947 1948 


——— 


| 





1949 








Western Hemisphere (1) 43.44 | 

Sterling Area... ........ 31.09 | 

O.E.E.C. and Possessions 
(2) 

Rest of the World....... 


| 
Area or Country | | 


| 
| 





17.19 | 
8.28 | 


30.37 
36.19 


20.80 
12.64 





16.35 
48.13 | 


27.54 
37.48 


15.25 
50.72 


15.92 
46.86 


24.06 | 
10.92 | 


25.36 
11.86 


25.51 
10.0 


24.47 
9.56 





Key Markets (3)........ | 40.90 | 


30.01 


18.13 | 








27.02 | 15.93 





(1) Excluding Japan and possessions of European Countries. 


t3 
(3 
and Iran. 


Excluding Irish Republic and Iceland, but including possessions in the Western Hemisphere. 
U.S.A., Canada, Argentine Republic, Belgium (including Luxembourg and Belgian Congo), Switzerland 


From Report on Overseas Trade, Feb., 1950, H.M.S.O. 











The Economic Decline and Fall of 


the Roman Empire 


By LUDWIG VON MISES 


Parallels between conditions today and during the decline 


of Rome are striking. 


Here Professor Von Mises recounts 


the economic anarchy that undermined the Empire 


J¢ Nowtznce of the effects of 

government interference with 
market prices makes us comprehend 
the economic causes of a momentous 
historical event, the decline of 
ancient civilization. 

It may be left undecided whether 
or not it is correct to call the 
economic organization of the Roman 
Empire capitalism. At any rate it 
ig certain that the Roman Empire in 
the second century, the age of the 


Antonines, the “good” emperors, had 
reached a high stage of the social 


division of labour and of inter- 
regional commerce. 

sane metropolitan centres, a 
considerable number of middle-size 
towns, and many small towns were 
the seats of a refined civilization. 
The inhabitants of these urban 
agglomerations were supplied with 
food and raw materials not only 
from the neighbouring rural dis- 
tricts, but also from _ distant 

ovinces. A part of these provisions 

owed into the cities as revenue of 
their wealthy residents who owned 
landed property. But a considerable 
part was bought in exchange for the 
rural population’s purchases of the 
products of the city-dwellers’ pro- 
cessing activities. 

There was an extensive trade be- 
tween the various regions of the vast 
empire. Not only in the processing 
industries, but also in agriculture 
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From * Human Action,” 


there was a tendency toward further 
specialization. The various parts of 
he empire were no longer econo- 
mically self-sufficient. They were 
mutually interdependent. 

What brought about the decline of 
the empire and the decay of its 
civilization was the disintegration of 
this economic inter-connectedness, 
not the barbarian invasions. The 
alien aggressors merely took advan- 
tage of an opportunity which the in- 
ternal weakness of the empire 
offered to them. From a military 
point of view the tribes which in- 
vaded the empire in the fourth and 
fifth centuries were not more formid- 
able than the armies which the 
legions had easily defeated in earlier 
times. But the empire had changed. 
Its economic and social structure 
was already mediaeval. 


Trade Restrictions 


The freedom that Rome granted 
to commerce and trade had always 
been restricted. The marketing of 
cereals and other vital necessities 
was even more restricted than with 
regard to other commodities. It was 
deemed unfair and immoral to ask 
for grain, oil and wine, the staples 
of these ages, more than the cus- 
tomary prices, and the municipal 
authorities were quick to check what 
they considered profiteering. Thus 
the evolution of an efficient wholesale 


by Ludwig Von Mises 
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trade in these commodities was pre- 
vented. 

The policy of the annona, which 
was tantamount to a nationalization 
or municipalization of the grain 
trade, aimed at filling the gaps. But 
its effects were rather unsatisfactory. 
Grain was scarce in the urban 
agglomerations, and the agricul- 
turists complained about the un- 
remunerativeness of grain growing. 
The interference of the authorities 
upset the adjustment of supply to 
the rising demand. 

The show-down came when in the 
political troubles of the third and 
fourth centuries the emperors re- 
surted to currency debasement. With 
the system of maximum prices the 
practice of debasement completely 
paralyzed both the production and 
the marketing of the vital foodstuffs 
and disintegrated society’s economic 
organization. 


Price Control 


The more eagerness the authorities 
displayed in enforcing the maximum 
prices, the more desperate became 
the conditions of the urban masses 
dependent on the purchase of food. 
Commerce in grain and other neces- 
sities vanished altogether. To avoid 
starving, people deserted the cities, 
settled on the countryside, and tried 
to grow grain, oil, wine, and other 
necessities for themselves. 

On the other hand, the owners of 
the big estates restricted their excess 
production of cereals and began to 
produce in their farmhouses—the 
villae—the products of handicraft 
which they needed. For their big- 
scale farming, which was shally 
seriously jeopardized because of the 
inefficiency of slave labour, lost its 
rationality completely when the 
opportunity to sell at remunerative 
prices disappeared. 

As the owner of the estate could 
no longer sell in the cities, he could 
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no longer patronize the urban 
artisans either. He was forced to 
look for a substitute to meet his 
needs by employing handicraftsmen 
on his own account in his villa. He 
discontinued big scale farming and 
became a landlord receiving rents 
from tenants or _ share-croppers. 
These coloni were either freed slaves 
or urban proletarians who settled in 
the villages and turned to tilling the 
soil. 


Compulsion, Coercion 


A tendency toward the establish- 
ment of autarky of each landlord’s 
estate emerged. The economic func- 
tion of the cities, of commerce, trade, 
and urban handicrafts, shrank. Italy 
and the provinces of the empire re- 
turned to a less advanced state of the 
social division of labour. The highly 
developed economic structure of 
ancient civilization retrograded to 
what is now known as the manorial 


organization of the Middle Ages. 
The emperors were alarmed with 
that outcome, which undermined the 
financial and military power of their 
government. But their counteraction 
was futile as it did not affect the root 


of the evil. The compulsion and 
coercion to which they resorted 
could not reverse the trend toward 
social disintegration which, on the 
contrary, was caused — by too 
much compulsion an coercion. 


Failure 


No Roman was aware of the fact 
that the process was induced by the 
government’s interference with 
prices and by currency debasement. 
It was vain for the emperors to 
promulgate laws against the city- 
dweller who “relicta civitate rus 
habitare maluerit.”* The system of 
the leiturgia, the public services to 
be rendered by the wealthy citizens, 
only accelerated the retrogression of 
the division of labour. The laws con- 


*Corpus Juris Civilis, 1. un ea, 37 
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cerning the special obligation of the by the standards of morality, are 
shipowners, the navicularii, were no declared illegal by the laws of the 
more successful in checking the de- country, and are prosecuted 
cline of navigation than the laws 
concerning grain dealing in check- 
ing the shrinkage in the cities’ supply 
of agricultural products. 

The marvellous civilization of 


as 
criminal by the courts and the police. 

The Roman Empire crumbled to 
dust because it lacked the spirit of 
liberalism and free enterprise. The 


antiquity perished because it did not policy of interventionism and its 
adjust its moral code and its legal political corollary, the Fuehrer prin- 
system to the requirements of the ciple, decomposed the mighty empir 
market economy. A social order is as they will 7 necessity always dis- 
doomed if the actions which its nor- integrate anc 

mal functioning requires are rejected entity. 


destroy any social! 


Professor J. E. MEADE, London School of Economics 
Is it a dream that the State might be able to achieve its legitimate broad 
economic objectives without any excessive apparatus of deadening “‘ direct 
control,”” but merely by exercising such an influence over the price mechanism 
as to give the individual the incentive to do freely what is in the social interest ? 
—Economic Journal, London, Mar., 1950. 


MAXWELL ANDERSON, American Playwright 
The accumulation of too much wealth and power in a few hands is a danger to 
civilization and his liberty. But when the weapon the reformer finds is economic 
planning, and when the law he enacts sets up bureaux to run the nation’s business, 
he is fighting a lesser evil by accepting a greater and more deadly one.—The 
Guaranteed Life, Foundation for Economic Education, New York. 


Professor E. A. G. ROBINSON, Secretary, Royal Economic Society 

I regard an attempt to write the central history of the British War Economy 
without naming Edward Bridges, Norman Brook, Wildrid Eady, John Henry 
Woods, Godfrey Ince, Cyril Hurcomb, and among our economists Lionel 
Robbins, John Jewkes, James Meade, Arnold Plant, as the purest nonsense. 
Do the historians propose to emasculate military history and conceal Montgomery, 
Alexander and Wavell on the ground that they were carrying into effect the 
policies of the Minister of Defence ?—Economic Journal, London, Mar., 1950. 


Sir NORMAN ANGELL 
Once, when it was pointed out to a gathering of youngsters in Britain that 
after all the men who made the Commonwealth possible built their own houses 
—from the forest, or the rocks, or the sods that they found in the new country— 
the answer came that we now live in a different kind of world in which “ that 
sort of thing ”’ is neither possible nor desirable. ‘‘ It would not be fair to the 


builders’ or carpenters’ unions to build your own house.’’—Time and Tide, Mar. 
25, 1950. 
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Why Health Service Costs 


Go On Increasing 


By FFRANGCON ROBERTS. M.D. 


Supplementary estimates amounting to nearly £100 million 


shocked Parliament and people 


: but Dr. Ffrangeon Roberts 


shows that constantly mounting costs are inevitable 


HE National Health Service, a 

blessing though it be to each 
individual, is to the State an ever- 
growing liability which, if not sternly 
controlled, will lead to the collapse 
of our entire financial structure. In 
its very success lies failure. The 
latest warning is contained in 
the Supplementary Estimates of 


£98,000,000 just published. 
In the last 50 years we have pro- 


gressed immeasurably in all the con- 
ditions believed to be necessary for 
the promotion of good health. The 
standard of living has risen. Poverty 
has been almost abolished. Habits 
have become more temperate. Sani- 
tary and preventive measures have 
become more efficient. Never were 
there such facilities for early diag- 
nosis. Never was such care taken of 
the individual almost from the 
moment of conception to the 
moment of death, in the home, 
school and factory. Never have we 
attained to such mastery over a hos- 
tile environment. 

Sensational advances in surgery 
and the new wonder-working drugs 
and instruments follow one another 
with increasing rapidity. The result 
is visible in the suppression of many 
diseases which once were rife and the 
more efficient treatment of others. 
Yet in spite of these noble achieve- 
ments we stridently clamour for 
more and ever more ‘doctors, nurses, 


From The Spectator, London, Mar. 10, 1950 


accommodation and equipment. Are 
we, then, winning or are we losing 
the battle against disease ? 

Between 1goo and 1946 voluntary 
hospital beds increased from 19,000 
to 92,000, an achievement of which 
the country may well be proud. It 
was the march of science which set 
the pace all along by ummasking 
disease previously latent and by pro- 
viding methods of treatment 
previously unknown. 


Supply Creates Demand 

As civilization advances people in- 
sist on new-fangled methods of treat- 
ment which are superfluous to their 
real needs. The supply creates the 
demand. Moreover, when they are 
ill they demand a standard of com- 
fort higher than their condition 
strictly warrants and higher than the 
standard which they enjoy when 
they are well. The most potent 
extrinsic factor, however, is the 
fear of litigation by which all 
doctors are with good reason 
obsessed. This is responsible for 
the daily performance of thou- 
sands of X-ray examinations for the 
most trivial injuries at an immense 
cost to the taxpayer. 

In order to appreciate the intrinsic 
factors we must bear in mind the 
difference between cure and treat- 
ment. Penicillin is a cure for pneu- 
monia because the patient te whom 
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it is given stands a good chance of 
— completely restored to health. 
Insulin, however, is not a cure for 
diabetes, nor is cortisone a cure for 
rheumatism. These are therapeutic 
instruments which, by counteracting 
the effects of an underlying distur- 
bance, alleviate symptoms and pro- 
long life. But since their action is 
only temporary their administration 
must be continued either until the 
disease progresses beyond the stage 
of response or until the patient dies 
of some other aflection. Some 
diseases therefore are curable, others 
are incurable but treatable. 


More Chronic Cases 

Nearly all diseases are either acute 
or chronic. Acute diseases are those 
which, 1f untreated, pursue a rapid 
course terminating in either death or 
recovery, though the latter may be 
followed by prolonged sequelae. 
Chronic diseases are those which, 
even if untreated, pursue a slow 
course of non-fatal disability like 
rheumatism, of gradual degenera- 
tion like many forms of heart 
disease, or of progressive invasion 
and destruction like cancer. 

The triumphs of medicine have 
been won against the acute diseases 
rather than the chronic; and since, 
ne generally, the former affect 
the young while the latter affect the 
middle-aged and elderly, medical 
progress, by diminishing the in- 
cidence of the acute, automatically 
increases the incidence of the 
chronic. The more people are saved 
from the acute when young, the 
more survive to fall victim to the 
chronic later in life. 


Tests and Safeguards 


Nor is this all. Although we make 
practically no progress in the cure of 
chronic diseases we do make 
astonishing pee in knowledge of 
their natural history as distinguished 
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from knowledge of their causes. We 
are thus able still further to retard 
their progress, to prevent the failure 
of vital organs and to ward off com- 
plications, This, however, is achieved 
only by the use of ever more 
elaborate and mechanical controls. 

Our every step must be guided by 
radiological, _ electro-cardiographic, 
pathological and biochemical tests, 
all of which are increasing in num- 
ber and complexity. The adminis- 
tration of almost every new drug is 
attended with unexpected - side- 
effects, the avoidance of which neces- 
sitates the employment of yet more 
tests and safeguards. Chronic disease, 
therefore, already increased in in- 
cidence by conquest of the acute, is 
further increased by being made 
even more chronic. 


Army of Auxiliaries 

These are the chief reasons for the 
huge and = growing army of 
auxiliaries and technicians such as 
as radiographers, — 
dietitians, social workers and labora- 
tory assistants; and of those engaged 
in hospital maintenance, in the 
transport of the sick and in the 
manufacture of drugs and instru- 
ments; for the shortage of nurses and 
beds; for the rise in the cost per bed 

er annum from £45 in 1900 to £345 
in 1946; for the soaring waiting lists 
(in one hospital from 220 in 1937 to | 
2,690 in 1949 despite an increase in 
beds from 316 to 392). 

Can we discern any factor tending 
to reverse this trend? None what- 
ever. On the contrary, as knowledge 
increases, concepts of disease become 
more complex rather than simpler. 
Every diagnostic test and every 
therapeutic measure exhibits both 
in its technical complexity and in its 
field of application the property not 
of expansion merely but of expan- 
sion with perpetual acceleration to- 
wards infinity. With every victory 
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won the battle rages more furiously, 
for the ultimate victor is Death. 
This, then, is the paradox—un 
limited progress towards an unat- 
tainable objective, unlimited expan- 
sion against an inexpansile circum- 
ference. It is abundantly clear that 
we are rapidly approaching the time 





SERVICE COSTS 221 


when humanitarian demands can be 
satisfied only by inroads upon our 
resources in money and man-power 
prejudicial to our standard of living. 
when the claims of physical health 
will conflict with the claims of econo- 
mic health, when “cost of living” wil! 
acquire a new and ominous meaning. 


True Cost of Britain’s Health Service 


rW\ue true permanent public cost of 

the service differs from the 
amount required in taxes on the 
National Health Service votes. These 
votes include certain non-recurring 
expenditure involved in launching 
the service, such as the settling of 
former hospital debts. They omit a 
few charges, such as the adminis- 
trative costs of the central depart- 
ments responsible for the service. 
They were reduced in 1948-49 by 
£26,300,000, and in 1949-50 by 
£19,900,000, by unrepeatable wind- 
falls in the form of superannuation 
funds taken over by the Government 
from other agencies. They omit 
nearly one-seventh of the cost, which 
falls on local rates and national in- 
surance funds. 

With these adjustments and omit- 
ting non-recurring charges, the 
approximate true public cost is sum- 
marized in the table, which shows 
the equivalent annual expenditure 
for the first nine months up to 
March, 1949, together with the 


original and final estimates for 
1949-50. 
COST OF NATIONAL HEALTH 
SERVICE 


1948-4 49 1949-50 


Hever eannates SO 
Annual | Original | Final 
Rate of | Esti- Esti- 

Spending! mates mates 

pe —— 


£m. £m. 


HOSPITALS :— 

Capital outlay 

Running costs, 

gross... 180.4 
Associated services 
gross. 





Less fees, ete 


Net public cost.... 
| GENERAL SERVICES: 
Family doctors 
Chemists 
Dentists... 
Eye service..... 
LOCAL SERVICES. 
| MISCELLANEOUS 


Total, all services 
Less net gain on 
staff “Shae 
nuation.. 





Net Cost of Services | 
Borne on: 
SS eee 
Insurance fund.. 
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PURCHASING VALUE OF £ 


Reckoned over the whole field of personal expenditure by the public, the 
purchasing power of the pound sterling was :—1900—100 ; 1910—95 ; 1920—37; 


1930—58 ; 1945—38 ; February, 1950—31. 


figure for February, 1950 was 81. 


Taking the year 1945 as 100, the 


Rt. Hon. Hugh Gaitskell, House of Commons, Mar. 23, 1960 











Prospects for Interest 
Rates and Savings 


By Professor F. W. PAISH 


A breakdown in the policy of wage restraint might well 


result in the rise of interest rates. 


The feasibility of non- 


intervention in this direction would be increased if the rise 
could be prevented from spreading to the government floating 


4h policy of restricting wage and 

- dividend increases in a time of 
rising profits, and so of expanding 
business savings to take the place of 
falling personal and Government 
savings, takes on a still greater im- 

rtance as a result of devaluation. 
The stabilization of money incomes 
while prices of imports rise will have 
the result of reducing consumption; 
but a large part of the resources so 
released will of course be needed to 
finance the less favourable terms of 
trade, and will not increase savings. 

But it seems likely that the coun- 
try’s savings will be increased in at 
least two ways. In the first place, so 
long as E.R.P. lasts, the British 
Government gains from the more 
adverse terms of trade, since it will 
sell for higher sterling prices at home 
the goods it receives 08 of charge 
under Marshall Aid. The effect of 
this is very similar to that of the im- 
position of additional taxes on im- 
ports, yielding something like £80 
million in the coming year. 

And secondly, it seems probable 
that profits in the export industries 
will rise by more than those in home 
industries will fall as a result of a 
reduction in the margin of con- 
sumers’ incomes available for non- 
essential purchases. Thus total 
profits and (with dividend limitation) 
total business savings will rise still 
further. 

Whether, even if this policy is suc- 
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cessful, the resultant total of savings 
will be increased sufficiently to 
finance the present investment pro- 
gramme is by no means certain, for 
the effect of rising prices with un- 
changed incomes 1s likely to make 
consumers draw still more heavily on 
their savings. If it is not, and if fur- 
ther credit expansion continues to be 
avoided, the upward drift of interest 
rates, which is fundamentally due to 
the inadequacy of savings, will con- 
tinue. If the policy of wage restraint 
should break down, a sharp further 
increase in interest rates might well 
prove the least distasteful of the ad- 
ditional measures which might be 
taken to meet the situation. 


The Floating Debt 


The feasibility of a policy of non- 
intervention in the face of rising in- 
terest rates would be substantially in- 
creased if the rise could be prevented 
from spreading to the Government’s 
floating debt. This seems by no 
means impossible. The floating debt 
is held by a limited circle of discount 
houses, banks and owners of overseas 
sterling balances. The rise in long 
term rates would spread to the float- 
ing debt only if these holders were 
induced by the widening differential 
between bill rates and other rates to 
reduce their holdings of bills in order 
to increase those of securities. It 
might therefore be possible for the 
Government to maintain the insula- 
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INTEREST 
tion of the bill market if these 
specialized holders could be induced 
to maintain their existing propor- 
tions of bills to total assets. 

There is, however, some reason for 
believing that in the present steriliza- 
tion of the bill market London has 
lost a potentially valuable part of 
its financial machinery. It might 
therefore be desirable if, in exchange 
for an agreement between the 
Government and holders whereby 


the great bulk of existing Treasury 


AND 
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x, 
bills continued to be held at low 
rates of interest, rates on the 
seasonally fluctuating margin of 
Treasury bills and on all commercial 
bills could be allowed to rise and 
vary. Indeed, with such an agree- 
ment, it might be possible even to 
allow the Bank Rate itself to be 
revived as an instrument of policy 
without at the same time imposing 
an intolerable increase in the 
national debt charge. 


Towards a Sterling Area Dollar Surplus 
By GRAEME DORRANCE 


"a.une British memorandum to the 
O.E.E.C, published in January 
(Cmd. 7,862) gives some indication of 
the Government’s plans for the 
period ending July 1, 1952. Over the 
short run they evidently envisage a 
slight increase in the volume of im- 
port purchases during 1950. How- 
ons, their plans entail further in- 
crease in purchases from non-dollar 
sources, and a partially offsetting re- 
duction in hard currency expendi- 
ture. It is expected that this change 
in sources of supplies will continue 
until the end of the E.R.P. period. 
Very little improvement in dollar 
exports is counted on before the 
middle of this year. However, after 
that date they are expected to in- 
crease by 150 million dollars in the 
following 12 months. Undoubtedly 
the authorities are counting on a 
continued high level of activity in 
North America. For the sterling 
area as a whole it is hoped that there 
will be some reduction in the United 
Kingdom’s dollar deficit and a de- 
cline in that of the rest of the sterling 
area from 1og million dollars for the 


period July 1, 1948, to June 30, 1949, 
to 63 million dollars for the same 
period of 1949/1950. 

It is also hoped that capital and 
other payments will decline from 431 
million to 300 million dollars. Thi 
latter plan must envisage some 
tightening up of the releases from 
sterling balances, particularly if new 
capital export is to be increased. If 
these expectations are realized it 
should mean (after allowing for 
E.R.P. receipts) that there should 
only be a slight decline in the gold 
and dollar reserves over the E.R.P. 
year. In other words the authorities 
expect that the gold and dollar re- 
serves will remain practically stable 
in the first half of this year. 


Declining Deficit 

Over the longer run, it is expected 
that the United Kingdom’s dollar 
deficit will decline to about 360 mil- 
lion dollars by 1951/2 and that the 
rest of the sterling area will actually 
have a dollar surplus of approxi- 
mately 180 million dollars by that 
time. This will enable the area to get 
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by with smaller E.R.P. aid in that 
year. Presumably this assistance 
will then come to an end, and these 
general lines of development will 
continue long enough to permit us 
to a a position of equilibrium 
based on a deficit with North 
America and perhaps Western 
Europe, which will be offset by a 
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deficit in the trade of the rest of the 
sterling area with us and a surplus 
in their trade with the dollar area. 
However, it should be noted that 
such hopes also entail an expectation 
that U.K. exports will attain a 
volume about 80 per cent. in excess 
of the 1938 level. 


Commodities Still in Short Supply 


By C. F. CARTER 


‘uerE have been a number of sug- 
gestions lately that the period of 
shortage of commodities is ending, 
and that we shall soon be back at the 
pre-war “normality” of burdensome 
surpluses. It is, of course, true that 
a steady recovery is taking place, and 
that price support programmes are 
gees in the United States mas- 
sive surpluses of certain agricultural 
products. Some commodities—such 
as rubber and tin—are precariously 
balanced, with an early prospect of 
substantial surpluses unless supply is 
regulated. 
ut another group is still subject 
to world-wide shortage, with no like- 
lihood of quick alleviation, and this 
shortage is shown either by a steady 
running-down of stocks or by excep- 
tionally high prices. The most im- 
portant commodity in this group is 
_— wool, whose production is 
still running 15 per cent. below con- 
sumption: jute, sisal and other hard 
fibres, coffee and cocoa, many fats 
and oils (outside the US.), and soft- 
wood fall into the same list. Perhaps, 
however, the most revealing com- 
mentary on the nature of our present 
shortages is provided by the table 
at the top of the next column. 
World population is considerably 
greater Be before the war, and 
several important countries are en- 


PRODUCTION IN CURRENT SEASON 
as % of average for 1935-9 





| | Europe Asia 
North | (exe. (exe 
America | U.S.8.R.)} U.S. 
139 | 91 | 
52 | 92 | 
145 95 | 
109 101 
119 | 85 
Cotton.. 121 | — 
Tobacco 138 | 102 
Sugar... is9* | = 99s | 








*Including West Indies. 
joying a higher standard of living, 
which will have increased their de- 
mand for most of the commodities 
in the table. As a rough working 
rule one might take figures below 
105 as prima facie evidence of 
shortages, and those above 115 as 
suggesting a danger of surpluses. 


High Consumption 

The latter limit may be too low, 
for one of the most striking features 
of post-war commodity markets has 
been the high rate of consumption 
within the major producing areas. 
Thus, sugar consumption in North 
and Central America is running 20 
per cent. above pre-war level; and 
North American cotton consump- 
tion, despite the increasing com- 
petition of rayon, has also been fully 
20 per cent. above pre-war. The 
world figures therefore show supplies 
which are inadequate or barely suf- 
ficient to maintain pre-war levels of 
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— er head all round, but 
are made still more inadequate by 
the movement of a part of the 
human community to a higher stan- 
dard. 

It is fair to conclude that a basic 
trouble of the commodity markets is 
the backwardness of kurope and 
Asia and the forwardness of America 


—that is to say, the dollar problem 
under another name. But it is not 
yet fair to say that, given the dollars, 
mankind is in sight of satisfaction 
(at reasonable prices) or satiety, ex- 
cept for a very few commodities. We 
are not yet producing enough for a 
full-employment world. 


Changes in Consumer Spending 


A review of changes in nine countries over a decade shows 
that more and more money is being spent on smoking and 
drinking 


w!OMEWHAT less than one-third of 

the consumer’s dollar, pound, 
kroner or other monetary unit is 
currently being spent for food, 
according to comparative figures on 
consumers’ expenditures in nine 


countries contained in the February 
issue of the U.N. Monthly Bulletin 
of Statistics. 

The proportion of expenditures for 


food, tobacco and _ beverages in 
relation to total consumers’ outlay 
has remained relatively stable since 
World War II, but important shifts 
have occurred since the pre-war 
period. Important social and 
economic changes in the United 
States, for example, are reflected in 
the fact that consumers’ purchases 
of food, beverages and tobacco in 
1948 accounted for approximately 37 
per cent. of their total expenditures, 
whereas the corresponding figure for 
1938 was only 32 per cent. On the 
other hand, there was a relative drop 
in the outlay for rent, light and fuel 
and—to a lesser extent—for services. 
The average United States consumer 
allocated about 18 per cent. of his 
total expenditures on rent, light and 
fuel in 1938; the proportion dropped 
to 12 per cent. in 1948. 


The decline between 1938 and 1948 
in the share for rent, including 
utilities in the total consumers’ ex- 
penditures, was equally significant 
in Canada, where the proportion fell 
from 23 per cent. to 14 per cent.; in 
the Netherlands, from 17 per cent. 
to 12 per cent.; and in the United 
Kingdom, from 16 per cent. to 12 per 
cent. 

The percentage of the total con- 
sumers’ budget spent on _ food, 
tobacco and beverages between 1938 
and 1948 rose in Canada from 31 per 
cent. to 37 per cent. and in the 
United Kingdom from 41 per cent. 
to 46 per cent. 

The figures in the Bulletin indicate 
the increased importance of tobacco 
and beverages in family expendi- 
tures. The proportion of total con- 
sumers’ expenditures for tobacco and 
beverages (including excise taxes) in 
1948 was g per cent. in Canada; 13 
per cent. in Denmark; 7 per cent. in 
the Netherlands; 13 per cent. in Nor- 
way; and g per cent. in Sweden. 

The share of the total consumers’ 
expenditure devoted to clothing in 
1948 in nine countries ranged from 
11 per cent. in the United Kingdom 
to 18 per cent. in Sweden. 
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Why U.S. Cotton-Spinning 


Is More Efficient 


A team from the Lancashire cotton-spinning industry reports 


that average productivity in America is considerably higher 


than in Britain, despite the hard-working habits of British 


operatives. Reasons given for the high productivity of the 


American mills are as follows : 


[tHe productivity-mindedness of 

management, supervisory staff 
and operatives. Textile unions sup- 
port the policy. 

Willingness of managements and 
operatives to give a fair trial to new 
machines and new methods rather 
than to rely on experiments by 
others. i 

Widespread use of standards 
against which the performances of 
men, machines, and raw material 
can be measured at every stage of 
manufacture, thus ensuring prompt 
detection of faults. 

Good relations between manage- 
ment and labour. There is provision 
for two-way channels of information 
from top to bottom and bottom to 
top, and for publicity at mill level, 
but little joint consultation in works 
councils or production committees. 

Acceptance by operatives and 

unions of the principle that work 
assignments should be based on a 
fair work load and not on an 
arbitrary number of machines or 
spindles tended. 
j Recognition that the work assign- 
ment should be changed with the 
introduction of new machinery, 
‘methods or working conditions; the 
work load should remain constant, 
‘not the number of machines or 
‘spindles attended. 

Good provision for technological 
training of all grades and thorough 


on-the-job training for new opera- 
tives. 

Good timekeeping. 

Adequate supplies of labour. 

Use of good costing systems which 
are on more standardized lines than 
in England. 

Simplification by the limitation of 
the yarn counts spun. 

Three-shift working, making it 
easier to justify expenditure on new 
machinery and labour - saving 
devices. 

Allocation of considerable sums 
from profits for the purchase of 
machinery. 


Best Materials 


Use of the pick of American raw 
cotton ensuring great regularity of 
grade, staple, character and con- 
tinuity of supply. At the present 
date spinners in England have to pay 
a higher premium than spinners in 
the United States for the types which 
are desired by mills using short pro- 
cessing, and sometimes these types 
are unobtainable. 

Thorough blending with the use of 
a range of hopper blenders and a 
large number of bales in the mixing. 

Almost invariable use of single 
process espana 

Use of packages bigger than in 
English mills at each process 
throughout the card room. 

A tendency for comber rates of 
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a geoee to be higher than in Eng- 
and, particularly with the latest 
types of machines. 

Jse of only two passages of draw 
frames, and occasionally one passage, 
with or without a lap former. 

The practically invariable adop- 
tion of shortened processing on speed 
frames. 

Use of ring frames on which 
packages are produced holding 91 
per cent. more weight on the average 
than those in English mills. 
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Low end-breakage rates, averaging 
2.4 per 100 spindles per hour on 
speed frames and 3.2 per 100 spindles 
per hour on ring frames, due to the 
use of first class raw materials, proper 
blending, good machine main- 
tenance, constant temperature, regu- 
lar and correct relative humidity, 
and good carding. The carding rate 
of production is considerably less 
than is normal in English mills. 

Use wherever possible of mechani- 
cal aids and labour-saving devices. 


Dollars and Pounds for South Asia 


Any dollars that America may grant for aid to South Asia 


should be mixed with the pounds which have been financing 


reconstruction and development in the region for years past 


[ people of South Asia are going 

to be disappointed if all the talk 
of economic wd produces little more 
than good advice amid small scale 
technical assistance. That was a risk 
which the Colombo Conference took 
in raising hopes of a joint Common- 
wealth assistance plan. 

No doubt the Asian representatives 
at the conference which is to meet 
at Sydney (not at Canberra, as at 
first planned) will arrive with visions 
of great new irrigation projects and 
spreading industries. They will have 
to realize that large additional 
capital supplies could not be ab- 
sorbed all at once even if they were 
offered. 

At the outset absorptive capacity 
must be expanded by planning and 
technical assistance with the help of 
comparatively small amounts of 


capital. As the plan takes — in- 
creasing capital supplies will be 
needed. This approach will probably 
be imposed on the conference by the 
facts. It has the merit of making 
full use of the time that will pass 
before the United States is likely to 
enter the field in force. 

Meanwhile the effect which quick 
help in raising agricultural efficiency 
might have should not be under- 
rated. Very large sums of dollars 
which are now being spent on food 
imports could then be spent on 
machinery and implements. Apart 
from this shift it is not reasonable to 
expect an increase in the flow of 
capital supplies coming from Britain; 
some reduction is more likely. 

It remains to be seen what con- 
tribution Australia will propose to 
make towards the plan so boldly 
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sponsored at Colombo by Mr. P. C. 
Spender, Australian Minister for 
External Affairs. The Dominion is 
about to launch a large domestic 
development plan for which it will 
count on heavy imports of capital 
goods from Britain. No doubt the 
conference will hear what actual 
resources Australia can spare. 

The Sydney conference might well 
draw up two sets of schemes. The 
first would allow for only medium 
sized American contributions, such 
as the 1oo million dollar loan to 
Indonesia, the International Bank’s 
loans to India, and some share in the 
technical assistance fund arising out 
of President Truman’s “Point Four.” 


Long-term View 


Further aid on a similar scale may 
come from the proposed diversion of 
the remaining funds allocated to the 
Formosa Chinese Government. All 
this would not add up to as much as 
the United Kingdom has been doing 
by repayment of sterling balances. 

At the same time the conference 
ought to sketch out a hypothetical 
programme that could be applied if 
the United States decided to devote 
much more substantial funds to this 
region. A convincing analysis of 
needs and possibilities in South Asia 
might well touch off an American 
policy that has been simmering for 
some time. 

The President has referred to the 
needs of Asia in several speeches. 
Mr. Acheson ‘and his envoy, Dr. 
Jessup, have just appealed to the 
Foreign Relations Committee of the 
Senate for increased aid to Asian 
peoples. Others are now realizing 
that America’s safety cannot be 
guaranteed by action in any one 
part of the world. 

The American Ambassador to 


India put the new thought to a New 
Delhi audience this week: “The 
United States,” he said, “does not 
pursue one policy towards Europe 
and another towards Asia. The 
foreign policies of the United States, 
by force of circumstances, have be- 
come global in character.” 

With greater weight Senator Van- 
denberg has just developed the 
theme in his letter to Mr. Paul Hoff- 
man proposing a non-partisan study 
of “our new responsibilities as the 
world’s largest creditor nation and 
the world’s spearhead in the quest 
for dependable peace.” The Senator 
added: “We and our friends are en- 
gaged in a struggle that is epochal 
iu nature and global in design.” 

Another question on which much 
will depend is the way in which any 
future American aid would be 
applied—directly or in conjunction 
with the Commonwealth. There will 
be pressure, both from the supplying 
and from the receiving end, for 
direct American dealings with the 
countries of South Asia. 


Facts First 


But information, experience, finan- 
cial machinery, commercial and ad- 
ministrative contacts—all these are 
centred in London. Any dollars that 
America may grant for aid to South 
Asia would be most efficiently used 
if they were mixed up with the 
pounds which have been financing 
reconstruction and development in 
the region for years past. 

Before these matters arise there is 
the pedestrian job of fact-finding and 
plan-making to be done. That will 
be expected from the Sydney con- 
ference. The continuing organization 
which it is likely to leave behind may 
well grow into a counterpart of the 
O.E.E.C, in the East. 








Progress of 


Agriculture 


In Russia 


The aim is to increase total gross agricultural production by 

27 per cent. above the 1940 level. The harvest is expected to 

rise by 7 per cent., and the number of nearly all classes of 
of livestock will probably be higher 


By ALEXANDER BAYKOV 


Are the revolution of 1917 and 

up to 1929 agricultural produc- 
tion was, in the main, based on 
peasant economy. 

“In a peasant economy the dif- 
ference between industrial and 
agricultural production is much 
more prominent than in the Western 
and especially the American farm 
economy. Unlike industrial produc- 
tion, peasant farming is not carried 
out with a view to marketing: the 
larger part of the output is used to 
ensure reproduction and to meet the 
family food requirements. 

“This dual character of peasant 
economy, that is the combination of 
the producing and consuming in- 
terests in the provision of agricul- 
tural products, must always be kept 
in mind when we analyse the trend 
of agricultural production in coun- 
tries with a predominantly peasant 
economy. These peculiarities of the 
peasant economy also influenced the 
collectivization of peasant farms and 
they still influence the organization 
of production in collective farms. 

“The Soviet Government was quite 
aware of this clash of political and 
economic aspects in its agrarian 
— From its very beginnings the 

oviet State placed high hopes on 
and gave much assistance to the 
development of the co-operative 
movement among poor and middle 


peasants; considerable results were 
achieved, but the spread of the co- 
operative movement could not over- 
come the limitations of the peasant 
farms. Many efforts were also made 
towards the organization of collec- 
tive and state farms. 

“However, in 1927-8, on the eve of 
the introduction of the First Five- 
Year Plan for the reconstruction of 
the national economy, only 1.2 per 
cent. of the total gross agricultural 
production was produced by state 
Roses and a mere 0.6 per cent. by 
collective farms. It was planned that 
by the end of the Five-Year Plan, z.e., 
in 1932-3, the contribution of the 
state farms tu the total of agricul- 
tural production would be increased 
to 3.2 per cent. and that of collective 
farms to 11.5 per cent., that is it was 
planned that in 1932-3 85.3 per cent. 
of the total production would still be 
sone by individual peasant 
arming. 


Another Revolution 


“But in 1929 a cardinal change 
took place in the agrarian policy of 
the Soviet Government—the second 


agrarian revolution was started 
through mass collectivization of the 
he and middle peasant farms and 
iquidation of the larger peasant 
farms—the ‘kulak farms’. 

“In the first four years of large 


From Bulletin No. 2 on Soviet Economie Development, Faculty of Commerce and Social Science, University of 
Birmingham, Dec., 1949. 
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scale collectivization, despite the 
great increase in technical equip- 
ment for agriculture, the only in- 
crease achieved was that in the sown 
area. The total production of grain 
and livestock did not increase, but, 
on the contrary, decreased, especially 
that of livestock. In those years, 
however, the collectivization of the 
majority of peasant farms became an 
accomplished fact, lessons were 
learnt in the organization and 
management of collective farms, new 
and more effective methods of 
stimulating productive activity were 
found, the division between the col- 
lective economy of the ‘kolkhoz’ and 
the private economy of the peasant 
homesteads was legalized. There 
was, consequently, from 1933 on- 
wards, a steady increase in agricul- 
tural production as a whole and in 
the production of grain and livestock 
in particular. 


Peasant Economy 


“In the first place, the dual charac- 
ter of peasant economy as a produc- 
ing-consuming unit had been recog- 
nized and applied in the organiza- 
tion of production of the collective 
farms and in the relations between 
the collective farms and their mem- 
bers. The mass production of grain 
and raw material crops had been 
concentrated in the collective farms, 
whereas the organization of part of 
the livestock production and all sub- 
sidiary agricultural production had 
been left to private ownership and to 
the initiative of the members of the 
collective farm.” 

Information on the development 
of agriculture during the war Is very 
fragmentary. Enormous ravages 
were inflicted by the Germans in the 
areas occupied be them in the West. 
Production increased in the whole of 
the territory not occupied, especially 
in the Eastern regions to which 


Note: 
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machinery and livestock were trans- 
ferred. As territories were liberated, 
every effort was made to restore the 
ta of production. Decline in total 
agricultural production was arrested 
early in 1943 and after that a steady 
increase was recorded. But the total 
grain harvest of 1945 was little more 
than half the 1940 level and there 
was a great decline in livestock. 

Since the end of the war there have 
been several plans. The aim is to in- 
crease total gross agricultural pro- 
duction by 27 per cent. above the 
1940 level. The area sown under 
yrain will be less than in 1940, but 
oe an increase in yield per hectare, 
the harvest is expected to rise by 7 
per cent. Very strenuous efforts are 
being made to improve livestock 
rearing and the number of all classes 
of animals, except horses, is expected 
to be higher than in 1940 owing 
artly to an increase in the area of 
fodder crops. 


The aim is to concentrate livestock 
rearing on collective farms and so 
create in livestock production a 
prevalence of the socialized sector 
over the private sector. There is also 
a plan for protective afforestation 
and associated measures nicknamed 
the plan for “rectifying nature.” 

“Work over a long period in ex- 
perimental stations in the drought- 
affected regions has enabled Russian 
agricultural scientists to evolve a 
system of measures for mitigating 
the effects of adverse climatic con- 
ditions on the yield. These measures 
comprise a complex system of 
afforestation, devices for the preser- 
vation of moisture in the soil, an in- 
crease in the number of ponds by 
boring and the construction of reser- 
voirs, measures for the introduction 
of rotation in grass and fodder crop, 
and other ameliorative devices 
specifically suited to particular 
regions affected by drought.” 


Attention is drawn to an article on Soviet Planning and the Price Mechanism by M. C. Kaser, Economic 


Journal, London, March, 1950. 








Dollar and Rouble Prices Compared 


N announcing on Feb. 28 a re- 

valuation of the Soviet rouble, 
Moscow sct the new exchange rate 
at four roubles to the U.S. dollar and 
wiped out the old diplomatic dis- 
count rate of eight roubles to the dol- 
lar as of July 1, 1950. 

The U.S. note, delivered to the 
Soviet Ministry of Foreign Affairs in 
Moscow on March 24, said that the 
effect of the ruling would be to 
double the expense of maintaining 
the U.S. Embassy in Moscow, lifting 
it from $1,000,000 a year to approxi- 
mately $2,000,000. The U.S. note 
denounced the concept of an ex- 
change rate for the rouble as fic- 
titious, pointing out that the rouble 
does not circulate outside the Soviet 
Union and has no market value. The 
note also requested that the former 
diplomatic discount rate be promptly 
reinstated. 

The State Department cited these 
comparative figures on present food 
costs in Washington and in Moscow, 
in terms of kilogrammes, to show 


that Soviet living costs are many 
times higher than those in Washing- 
ton. In each case, the Washington 
price per kilo is given first, the Mos- 
cow price second, at the rate of four 
salle to one dollar: 

White bread, .26 dollars, 1.40 dol- 
lars; beef, first grade, 1.39 dollars, 
6.075 dollars; butter, 1.52 dollars, 
8.575 dollars; tea, 1.39 dollars, 40.50 
dollars; coffee, 1.54 dollars, 19.80 dol- 
lars. 


Another Comparison 


A Department spokesman gave 
these additional comparisons: 

Sugar, .22 dollars, 2.88 dollars; 
potatoes, .08 dollars, .31 dollars; mar- 
garine, .84 dollars, 5.35 dollars; mut- 
ton, 1.08 dollars, 4.85 dollars; 
chicken, .92 dollars, 4.92 dollars; pork 
loin, .g9 dollars, 8.50 dollars; dried 
beans, .29 dollars, 2.00 dollars. 

The comparative prices of milk 
were given as .20 dollars a litre in 
Washington and .945 dollars a litre 
in Moscow. 


Washington, Mar. 27, 1950 


INDIA’S MACHINERY IMPORTS 


A detailed analysis of the machinery imports of recent years indicates the 
reason why in spite of an impressive total of Rs. 238 crores* of machinery having 
been received, the effect on the revival of our productive capacity has been meagre. 
The heavy imports of recent years have not been accounted for by industries 
which are of major importance for our exports. Sugar accounts for less than 
Rs. 4.25 crores during this period of more than three and a half years which the 
overall figure covers ; cotton textile machinery accounts for a little more than 
Rs. 27 crores ; tea machinery, although tea is one of our star exports to-day, 
accounts for less than Rs. 2.05 crores ; and textile machinery other than cotton 
textile machinery accounts for Rs. 15.66 crores. The bulk of our imports of 
machinery have been in the form of electrical machinery, prime movers, boilers, 
machine tools, and several other minor categories, which do not obviously have 
the effect of increasing our capacity to export. If anything is clear on the basis 
of this detailed analysis, it is that our main exporting industries are not being 
rehabilitated or improved fast enough. 

* Crore = £750,000 





From the Eastern Economist, New Delhi, March 10th, 1950 
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Russia Frustrates East-West 


Europe Trade Plans 


By MICHAEL L., HOFFMAN 


The United Nations Economic Commission for Europe has 


been forced to review world trade plans for the period after 


the end of Marshall Aid 


Art a meeting of the Agricul- 
ture Committee of the United 
Nations Economic Commission for 
Europe, it is clear to most Western 
trade officials that assumptions about 
a revived flow of grain, timber and 
animal products from Eastern 
Europe, hitherto underlying Western 
yjlans for viability after the end of 
the Marshall Plan, will have to be 
revised. 

The Russians are not prepared to 
furnish, or to permit their satellites 
to furnish, anything like the volume 
of supplies the West had planned on 
getting by 1952. However, Western 
plans are still based on the original 
calculation made in 1947, and only 
slightly modified since, that the East 
would send to the West about as 
much as it did in 1938. In 1949, im- 
ports of Eastern products in ex- 
change for Western industrial pro- 
ducts were only about 40 per cent. of 
1938. 

If continued or increased Russian 
economic isolation must be faced, 
recent advances in knowledge con- 
cerning the world trade pattern 
make possible a delineation of cer- 
tain problems the West and _ par- 
ticularly the United States will have 
to face. 

Western Europe’s chief problem 
concerns bread grains, coarse grains, 
timber and non-ferrous metals, and 
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the most important of these is bread 
grains. If planned import levels in 
these commodity groups could be 
achieved in a manner consistent with 
Europe's available means of pay- 
ment, Western Europe would not 
constitute a major element of distor- 
tion in world trade. 

From what may be called the 
physical supply viewpoint, the Wes- 
tern Hemisphere, which is a dollar 
area, could continue to replace Eas- 
tern Europe as a source of grains, 
timber and some metals. It does not 
seem likely that any other part of 
the world could do so. 

If East-West trade continues at 
low levels the only developments 
consistent with the maintenance of 
the present standards of living in 
Western Europe, much less any im- 
provement, are those favouring a 
movement towards a balance in 
Europe’s dollar earnings not by re- 
duction in European purchases in 
the Western Hemisphere but by an 
increase in net dollar earnings on the 
current account. 

The establishment of a satisfactory 
international trade pattern in the 
non-Comrmunist world is not merely 
a matter of replacing former Eastern 
markets and supply sources. The 
population of the world has increased 
since before the war and the patterns 
of consumption in Europe and par- 


From The_New,York Times, March, 27, 1940 
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ticularly in Asia are rapidly chang- 
ing. A small — in grain con- 
sumption in India, for instance, has 
enormous effects on the world grain 
trade. 

Europe must earn more dollars 
either o increasing direct sales to 
the United States or by increasing 
sales to third areas that are dollar 
earners. In so far as there is a “nor- 
mal” pattern of trade, it is that 
Europe runs a trade deficit with the 
United States; the United States runs 
a deficit with Asia and Oceania; and 
Europe earns dollars from Asia and 
Oceania. 

To re-establish such a pattern it is 
necessary that Europe largely replace 
the United States as a supplier of in- 
dustrial products to tropical regions. 
The key to the entire problem is that 
these regions, which earned more 
than 225,000,000 dollars net in 1938, 
ran a deficit of more than 
1,500,000,000 dollars last year. 


While the political difficulties are 


large and the economic problems 
tough in increasing direct European 
sales to the United States, both seems 
less imposing in the third areas. It 
is now generally agreed in Europe 
that since the devaluations of last 
year European industrial products 


are or are on the way to being highly 
competitive in the third markets. 
Trade figures are beginning to reflect 
this fact. 

As a provisional conclusion, the 
answer to the loss of Eastern trade 
is not for the United States to con- 
tinue an indefinite Marshall Plan. It 
is rather to co-operate, both by in- 
creasing imports directly from 
Europe to the fullest possible extent 
and ae accepting, in exchange for a 
continued or even enlarged Western 
European market for its grain, cot- 
ton and tobacco, a diminished share 
of the (possibly rapidly expanding) 
market in the under-developed coun- 
tries. It is only by so doing, experts 
here believe, that a pattern of world 
trade can be established that will 
ultimately make for an expansion in 
the whole volume of trade 

The alternative that is threatening 
more and more is the European 
struggle to balance accounts by a re- 
duction of the volume of trade, 
which would inevitably engulf the 
United States in a wave of restric- 
tionism killing off both European 
and non-European’ markets for 
American industries and agriculture, 
which can prosper only with active 
export trade. 


NATIONALIZED ELECTRICITY 


Broadly speaking and disregarding the minor differences, the results of 
1948-49, as compared with 1947-48, may be summarized in this way :—(a) The 
initial advantage enjoyed by the nationalized industry as compared with its 
predecessors and secured at the expense of taxpayers (income tax), ratepayers 
(rate aid), and former stockholders, was approximately £7 million. Added to 
which consumers have been charged in respect of increased tariffs, about £8 
million. Making, in all, additional burdens on the public. £15 million. 
Of this the extra costs of generation, etc., disproportionate to the increase in 
the volume of sales accounted for about £64 million. (Due chiefly to coal 
prices). The additional cost of administration and distribution in so far as it 
was disproportionate to the increase in the volume of sales was £6 million. 
Leaving about £2} million represented by the increased net trading surplus 
and other adjustments. 


From the Electricity Accounts; by Stanley Wm. Hill, Local Government Finance, London, March, 1950 











THE ECONOMIC DIGEST 


eR I TEEN EMPIRE 
CANCER-CAMPAIGN 
FOR CA ER — 


Please send your gift to Sir Charles Lidbury, 
Honorary Treasurer Dept. +) 


BRITISH EMPIRE CANCER CAMPAIGN 


1! Grosvenor Crescent, London, S.W.| 
Telephone: SLOane 5756-7 
or write for literature on the work of the Campaign. 
%& When sending contribution, please mention this 


HOLIDAYS 








JERSEY 
The Moorings, Gorey Pier 


A small hotel with a luxury standard 
TENNIS GOLF 
SAFE BATHING 
Send for Brochure 





WHERE TO STAY IN LONDON 





CEDARS MANSIONS HOTEL 
20 Gunterstone Road, W.14 
Within 4 mile of Olympiaand Earl’s 
Court. Two minutes’ walk from 
West Kensington and Barons Court 
Tube Stations. 

Offers : 

Double rooms from 12/- per night. 
Single rooms from 8/- per night. 
Meals served all day. Continental 
cuisine. 





per, so that every penny may be saved to benefit 
further research. 


Telephone : FULham 0262 























THE STATIST 


EsTABLISHED 1878. 





WEEKLY ONE SHILLING 





Factual Approach: Objective Appraisal: Independent Judgment: 


CURRENCY AND FINANCE 
COMMODITY AND TRADE SURVEYS 
INVESTMENT AND INDUSTRIAL TOPICS 
WIDE RANGE OF STATISTICAL MATERIAL 
INFORMED COMMENT ON HOME AND 
FOREIGN ECONOMIC PROBLEMS 


12 Mths. £3 0s. Od. 6 Mths. £1 10s. Od. 
»  £328.6d, 4, £1 lls. 3d. 


51, CANNON STREET, E.C.4. 


Home : 
Abroad: 


LONDON : 


Subscription : 

















Vatican City Economics 


By HOWARD K. SMITH 


For its size the Vatican is the richest state on earth. 


rp Vatican State is small only in 

size; in other respects it is a con- 
siderable power. It commands the 
religious allegiance of 320 million 
Roman Catholics, the largest num- 
ber of followers of any religion of 
which records are kept (there are 
220 million Mohammedans, 137 mil- 
lion Protestants in the world). 

In view of its recent rise to a 
political power as well, it is a salient 
fact that its greatest accretion of 
converts in recent history has come 
from the United States of America, 
leader of one side in today’s tension. 
There were, at the beginning of the 
1800's, only 40,000 Catholics in 
America. Their numbers have since 
increased out of proportion to the 
rise in total nl io now being 
around 26 million and constituting a 
strong “balance of power” force in 
American domestic politics. Lately 
in America the Church has received 
converts at the rate of 85,000 a year. 
During World War II the number 
of American converts was 543.970. 


Deal with Mussolini 


For its size the Vatican is the 
richest state on earth. By the 
Lateran treaty of 1929, which estab- 
lished the indepenc dence of the Holy 
See from Italy, Mussolini agreed to 
pay it a lump sum of 750 million pre- 
war lire plus 1,000 million lire in 
Italian State 5 per cent bonds. In 
addition, it owns the controlling in- 


Among 
many other things, it holds a controlling interest in 31 Italian 


industries with a capital of over 300 million pre-war lire 


terest in 31 Italian industries with a 
capital of over 300 million pre-war 
lire, and minority holdings in Italian 
banks, shipping companies, in- 
surance firms, mines, and chemical, 
textile and hydro-electric industries. 

Its foreign holdings are legion. In 
France it owns entirely the Franco- 
Italian bank and the Semaine 
Sociale, a publishing house which 
issues some 4o periodicals. With 70 
per cent. control of the great 
Societé Textiles du Nord its total in- 
vested capital in France is around 
200 million pre-war francs. It has 
holdings of similar proportions in 
Belgium and Holland. In _ the 
United States it is said to have in- 
vestments totalling around 7oo mil- 
lion pre-war lire. 


Total Investment 


Its investments over the whole 
world are estimated at 3,000 million 
pre-war lire or roughly around $240 
million, according to Critica 
Economica, May-June, 1947, a bi- 
monthly economic review sponsored 
by the C.G.LL., the Italian Trades 
Union organization. (The figures 
refer only to Vatican City holdings; 
those of individual churches are not 
included.) In addition to its invest- 
ment income, the Holy See receives 
an annual contribution of “Peter’s 
pence” from every nation where 
there are Catholics, the largest con- 
tribution coming from America. 


From The State of Europe, Cresset Press, London, 1950 235 
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Immigration 


Australia’s Problems and Prospects 


By W. 


D. BORRIE 


Senior Research Fellow of the Australian National University 


[He objects of this brief work are: 
first, to consider the immigration 
plans that are being prepared in 
Australia against the background of 
the absorptive capacity of ‘the coun- 
try, and of demographic and econo- 
mic trends in areas from which 
migrants are being sought. Secondly, 
to discuss some of the new problems 
that are likely to arise as a result of 
the present attempt to attain an 
annual target of 70,000 white immi- 
grants a year. 

Discussing the potentialities of 
Australia as an immigrant country, 
Mr. Borrie says: “As far as the pas- 
toral industries are concerned, the 
man who can best be trained to 
make efficient use of resources is the 
Australian born and reared in the 
country’s rural areas. With the rela- 
tively high birthrate of the rural 
areas, this section of the Australian 
population is more than replacing 
itself and is providing sufficient 
potential workers both to maintain 
the production of rural industries 
and to supply a limited amount of 
man-power for secondary and ter- 
tiary industries. 

he migrants on ag in large 
numbers by Australia are rather 
those with industrial skill, 
builders, textile workers, and iron 
and steel workers. And these are 
the classes that European countries 


such as 
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will be reluctant to release and 
that will be most quickly absorbed 
into employment as the European 
economy recovers to a normal level 
of activity. Nor is it likely that Wes- 
tern Europe at least, when economic 
recovery becomes a reality, will have 
a surplus of unskilled workers for 
road and railway construction in 
Australia. France, Holland, the 
Scandinavian countries, and Britain 
are already seeking unskilled w orkers 
in large numbers ‘from Europe’s dis- 
pli ced persons. 


Closing the Gap 


“If we assume that Australia, in 
the interests of security and econo- 
mic well-being, must double its popu- 
lation in the minimum of time, how 
quickly can the gap between our 
limited rate of natural increase and 
the figure of 15 million be closed? 
The astronomical guesses of the 
range of too and even 200 million 
have now been cast aside by all those 
with serious interest in Australia’s 
population targets, and it is now 
commonly accepted that Australia 
must have from 15 to 20 million 
people if she is to have any measure 
of security and if she is to develop 
the known resources of the country. 

“Targets of this magnitude will 

uire the introduction of several 
railion migrants during the next 
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AUSTRALIA : NATURAL INCREASE AND IMMIGRATION : 
RATES OF INCREASE 





Average Annual Rate of Increase | 
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generation. The assignment of a 
target of 20 million people in 15 to 
20 years would involve the average 
annual increase of 5 to 7 per cent. 
Australia’s natural increase has been 
under 1 per cent. since 1930, so that 
this target would mean an increase 
of from 4 to 6 per cent. through im- 
migration, or in other words a net 
annual immigration of 430,000 im- 
mediately, and 1,200,000 in approxi- 
mately 15 years’ time. 


Rate of Absorption 


“Obviously this figure is beyond 
the immediate absorptive capacity of 
Australia. It is questionable whether 
any country, even in most favourable 
circumstances, could absorb on the 
average over any prolonged period 
more than 2 per cent. of its total 
numbers. The rate of growth in 
Australia has at times been above 
this figure, but it has never been sus- 
tained. For example, between 1900 
and 1913 the average rate of increase 
was 2.04 per cent., but over the whole 
of the twentieth century the average 
was much below this. It should fur- 
ther be noted that natural increase, 
and not immigration has provided 
the major part of population growth 
during this century. 

“If we assume that Australia can 
and should absorb an annual average 
rate of increase of 2 per cent., this 
would mean the net immigration of 
approximately 70,000 people each 


0.56 | 56 





year in the immediate future, that 
is, allowing for a natural increase of 
70,000 or a rate of 1 per cent. per 
annum. This in fact is the approxi- 
mate immigration figure that the 
Commonwealth Government has 
now accepted.” 

The question is raised whether the 
United Kingdom and Australia are 
competitors or partners. Mr. Borrie’s 
conclusions are as follows: 

“1, Britain is short of population 
in relation to the economy that is 
being planned. 

“2. Selective cmigration on a 
large scale could threaten the success 
of these plans, unless Britain could 
replace the people thus lost by im- 
migrants from other sources and 
with similar skill. 

“3. Australia is short of popula- 
tion in relation to the economy that 
is being planned. 

“4. The man-power in short sup- 
ply in Australia is similar in many 
respects to that in short supply in 
Britain. 

“5. Thus, when considered from 
the national point of view, there 
appears to be a conflict of interests 
between Australia and Britain in re- 
gard to migration. 

“6. But there are still hundreds of 
thousands of individuals who wish 
to emigrate from Britain. The pre- 
cise motives behind the decisions of 
these people are difficult to analyse, 
but the dominant ones are probably 
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related to the social and psycho- 
logical effects of the war. On purely 
economic grounds the advantages of 
emigration to Australia appear to be 
comparatively slight, but there may 
be advantages of a less tangible 
character, for example, climatic, 
opportunities for leisure, and greater 
scope for initiative. 

“7, While the voluntary move- 
ment of individuals should not be 
restricted, it should be borne in mind 
by those planning migration policies 
that such inducements as free pas- 
sages may swell the emigrant tide 
and embarrass Britain’s economic 
position. 

“8. In view of the consequences 
of past demographic trends on 
Britain’s age structure in the im- 
mediate future, steps should be 
taken in conjunction with any 
scheme to minimize the selective 
tendencies of emigration.” 


Sharing the Debt 


He makes the interesting sugges- 
tion that “it would not be unreason- 


able for those Dominions which 
take British migrants to take 
over also a proportionate share of the 
national debt and of social service 
contributions. This would mean, in 
effect, each Dominion would be buy- 
ing its proportion of voluntary 
migrants from Britain. Unless com- 
pensated in this manner it is difficult 
to see how Britain can stand to gain 
in the future by selective emigration. 
At the moment there seems a danger 
that Britain will be drained of some 
of her life-blood by her lusty 
Dominions without receiving the 
necessary transfusions to keep her 
alive.” 

On the subject of non-British im- 
migration he takes the view that “we 
may be entering an era when 
migration has to be considered in 
terms of ideologies and politics, and 


REVIEW 239 


no longer in terms of economics or 
individual ambiuon. Australia may 
wish to attract European migrants 
in the national interest—and, to in- 
duce them to move, may offer to pay 
their passage; equally, European 
countries may wish to hold their 
people in the national interest and 
refuse passports for intending 
migrants. This possibility should be 
recognized by those planning Aus- 
tralia’s policy, because so long as the 
right to move voluntarily is not con- 
sidered to be an essential human 
liberty, no migration plan that may 
threaten national welfare can expect 
to succeed.” 

Two other questions discussed are 
the pressure of would-be immigrants 
from Asia, and problems of assimila- 
tion. In the case of non-British im- 
nigrants the conclusion reached is 
that “for the Northern European, 
intermarriage with Australians may 
be comparatively easy because the 
cultural differences are not great. 
But in the case of Southern Euro- 
peans the difficulties are greater. A 
study of the statistics of marriages 
among non-British migrants during 
the inter-war years shows that some 
So per cent. of Northern European, 
compared with less than 20 per cent. 
of Southern European, migrant 
males married Australians. 


Lesson for the Future ? 


“The former tended to be assimi- 
lated more quickly than the latter 
and consequently to intermarry 
more readily. The latter tended to 
work and save until they could pay 
the passage of their brides or 
fiancées from their country of origin. 
Had they been able to bring their 
women-folk with them to Australia 
their assimilation might have been 
more rapid—and their reproduction 
might have been greater.” 
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you detailed analyses of 82 countries, with all the 
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by Industries—Population Analyses by Zones— 
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service out of all proportion to its moderate cost? Make 
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